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ANGUS, STONEHOUSE & CO. LTD. Ottawa,. Ontario 
TORONTO, ONTARIO Thursday 5039 
November 7th, 1963 


---ON COMMENCING AT 9:30 A.M, 


THE CHAIRMAN: All right Mr. Secretary. 

THE SECRETARY: Mr. Chairman and Commissioners 
this morning the first brief is being presented by the 
Canadian Universities Foundation. Monseigneur Lussier who 
is the Rector of the University of Montreal, and who is 
President of the National Conference of Canadian: Univer- 
sities and Colleges, Chairman of the Canadian Universities 
Foundation is here this morning to speak briefly, to 
introduce his colleagues and I would now, Mr. Chairman, 
like to enter this brief into the record as Exhibit 


248. 


-~--EXHIBIT NO, 248: Submission of the Canadian 
Universities Foundation. 


SUBMISSION OF 
THE CANADIAN UNIVERSITIES FOUNDATION 
Appearances: Monseigneur I. Lussier Mr. Charles G. Gale 
Dr. EF. Sheffield Mr. F.H. Badgley 
Dr. G.C. Andrew Me. J.fs Gillespie 


br, J,4, Corry 


THE CHAIRMAN: Thank you Mr. Secretary. 
Good morning Monseigneur and gentlemen. So nice of 
you to come and see us today and thank you very much 
for the submission which we have already received and, 
I might say, read with interest. There is no need to 


read it again. We will have some questions to put to 
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you. Before doing so, may I introduce to you the 
Commissioners whose names appear before them. I would 
be grateful, Monseigneur, if you would, on your part, 
introduce your associates to us and tell us a little 
bit about yourself and add anything or summarize the 
submission or say anything else you would care tO; Sir. 

MONSEIGNEUR LUSSIER: Mr. President, 

Mr. Commissioners, we thank you very much for giving 

us the opportunity of coming here and saying what we 

have to say on the subject. Thank you for your reception 
and as you have asked, I take pleasure in presenting 

to you the members of our delegation. 

Onvny Lert DP. “Corry “Is “the -Princ ioal or 
Queen's University, the Chairman of our Finance Committee 
and Vice-Chairman of the C.U.F. On my right, Dr. G. Andre 
who is Executive-Secretary of the C.U.F. and next on 
my right Dr. Sheffield who is our Research Officer at the 
C.U.F, We have the advantage of having with us members 
of the ‘Touche, Ross, Bailey and Smart firm, who are Mr. 
Gale, Mr. Badgley and then Mr. Gillespie who act as 
expert “eonsultants for this purpose. 

With your permission, Mr. Chairman, I will 
ask Dr. Corry, who is the Chairman of our Finance 
Committee to speak on the brief. 

THE CHAIRMAN: Thank you sir. Dr. Corry? 
Stand or not as you please. 

DR; CORRY: I shall stand. This will 
persuade me not to talk too long. Mr. Chairman, members 
of the Commission, Monseigneur Lussier has asked me to 


speak to the brief this morning, not because I am a greate 
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tax expert than he. In this matter I think we are 
probably about equal but because, as he said, I was 
Chairman of the Committee under whose supervision the 
draft was prepared, 

I should say that in the course of the 
preparation of this brief, drafts were sent to all the 
university presidents in Canada, their comments received 
and, in the main, incorporated where they seemed relevant 
and not repetitive and, therefore, I think it is correct 
to say that this brief does represent the views of the 
universities of Canada as a whole. 

Now I thank you for not asking me to give 
a dramatic rencering of the brief as a whole. I know you 
have read it and I shall merely say a few things by 
way of general comment. We do not appear here before 
you as beleaguered taxpayers, to which I am sure you 
have become accustomed, because the direct taxes on 
ene universities are relatively minor, so that we are 
not here as the figure of the fellow in the cartoon 
standing in the barrel, having been stripped of every- 
thing else. 

Our situation ts a little different but not 
really any better, because we haven't got a barrel at 
all in which to stand, undess somebody gives us 
money and support, and our concern here, I think our 
primary concern is with a tax structure which would be 
rather more encouraging to corporations and individuals 
to give to universities grants and bequests. 

It is not, I suppose, quite true to say that 


the charitable impulse dies in the breast of the tax- 
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2] diminished as the level of taxation gets very high. 

We don't ourselves feel that we are qualified 
to speak in any way with authority about the level of 
taxation but we are interested in things that might be 
done by way of tax exemptions to encourage gifts and 
bequests to the universities. 

Everyone knows the universities are greatly 
in need of increased support from every source from which 
theyocaniectud tareTheineed for this is going to become 
clearer all the time and we are very hopeful that as 
it becomes clear, corporations and individuals would 
be disposed to do rather more generously by universities 
than am thes past. Weethink; therefore, that, modifications 
f the exemption provision might very well have some 
BLeniticans eiieet forouag, 

Now we are interested in this not merely 
because we might get substantially greater support as 
a result, we are interested in it because it would 
also diversify the support of the universities. he. Ls 
extraordinarily important, from the point of view 
of universities that want to remain free and do their 
work in freedom, that the source of their support should 
be diversified and should not be too heavily dependent 
on any one source of funds. 

If the tax structure is so developed that 
the private source of support dries up, then the 
universities become almost entirely dependent on 
Government, which is, I am sure in the minds of every 


university person, a very serious matter. More than that, 
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as we have seen in so many other things, if the payment 

of some service becomes a Government obligation, the 
taxpayer forgets all about it; ceases to take any interest 
in it, and all he ever does, the only time he ever thinks 
about it is togrumble when he makes his tax return. 

We don't want this kind of attitude to 
develop about higher education. We want not only 
diversity of support, we want also a wide range of 
interested people who feel they are actually contribut- 
ing to what we are doing. 

Now I think it would be correct to say that 
our main and primary concern here is with the first 
barusou tre: brief in which we are asking for) easing 
of exemptions to encourage gifts and bequests. The 
other part of it I shatnt speak about now beyond saying 
in relation to the sales tax, which universities now do 
not find is any enormous burden to their resources, 
but,.they find.it a very great irritation, a require- 
ment. Every university has to have one or more 

persons who do not do much else but keep track 
of these complicated matters: relating to sales tax. 

I believe it is also true that the Govern- 
ment is in this similar situation because of the partic- 
ular provisions, and we would be inclined to argue 
for a very close look at the imposition of sales tax 
on the universities because we doubt very much whether 
the take is worth the difficulties it seems to cost 
both Government and the universities. 

Now Mr. Chairman that is all I propose to 


say. If questions/are asked of me, it. is,.quite likely 
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that most of them will be diverted to someone else but 
we do welcome the chance to Speak to your questions. 

THE CHAIRMAN: Thank you Dr. Corry. It 
would seem to me we might approach this taking it, 
I think, item by item and if we address our questions 
to you, I understand you will either give the answers 
yourself,,or pass them over.. That is perfectly satis- 
Factory. 

The first one appears on page 3 and that 
relates .to.the.donation.ceiding: 

We have had a great many representations to 
us on this subject. They range all over, as you may well 


pas 


imagine. Some people recommend that permission t 
deduct donations be removed from the Act entirely and 
those, of course, like yourself suggest it be increased. 
I am curious as to whether or not there 
is any evidence which supports the desirability of 
increasing the ten per cent allowance for persons, 
Om Lor.corporacions. At one time I saw evidence to 
support the increase of the allowance for corporations 
from five to ten per cent and at that time the Govern- 
ment amended the law, but we have received no evidence, 
that I can recall and I stand to be corrected on this, 
that showed the need for any increase beyond 10 per 
cent forccorporations, and I think I am correct in 
saying. for individuals. 
DR. CORRY: Mr. Chairman, I cannot speak 
of personal knowledge on this matter and Leeoubeedt 
anyone could give you any fair idea of the magnitude 


that might be involved, but what I do know, at second- 
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hand from inquiry, is two firms of chartered accountants, 
whose names I would sooner not reveal, have said they 
have each year one or two or more clients who get 

into the position where they are considering donations 
to universities that would go beyond the ten per cent, 

Now this, as I say, is to me second-hand. 
Even iP this is true; this 1s not°a: judgment about its 
scale or scope taken on the whole. Now perhaps I 
might ask Mr. Andrew, who I think has one or two 
specific instances. I don't know whether he wants to 
define them by name, but it will give some idea. 

DR. .ANDREW: Mr. Chairman, I am happy to 
do so because when the University of British Columbia 
had a financial campaign a few years ago, and I was 
the university's representative on the campaign committee, 
in a number of cases the donations to the campaign 
were limited by the tax provisions. 

The=faco is.’ that chis <p pliles*in-the*case 
of people whose income is quite large so that although 
the cases are few, the possible benefactions are 
substantialcand as far as I can see there would be 
no loss to raising the limit because of the fact that 
the cases are few and they apply, for the most 
part, to people with very substantial incomes but when 
they do apply, there are very considerable benefactions 
to universities and they don't hurt the structure. 

THE CHAIRMAN: I would think, though, that 
what you say might well be the case if those donations 
were,in all cases, out of income. I suspect in 


many cases donations that we hear of as being restricted, 
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are those that are made out of capital, out of capital 
gains or something beyond income and it would seem to 
me if that is the case, there is a very poor argument 
to support the deduction from income. If there were 

no deduction limit whatsoever, persons who gave -- 
great philanthropists who gave very large amounts away 
from their income, and did not wish to pay taxes, would 
have no reason for paying taxes for the rest of their 
lives. Am I not correct? 

DR. ANDREW: If they chose -- all right, 
lewitileaceent that, but. dI.would also. add that. tn.e 
mixed society, that is partly a welfare:society, but 
basically still a society in which the individual 
still has rights, I think that what would happen is 
that you would encourage people with very substantial 
incomes to act inthe public interest on their own 
behalf». 

I personally would welcome such a society 
because it is a restraint against the accumulation of 
power totally at the Government's core. I will accept 
your argument and go one further Mr. Chairman. 

THE CHAIRMAN: Yes, I don't go with you 
the one’ further at the moment because I don't fully 
understand it. What you are saying, I think, is that 
if the individual by his action disburses Government 
funds, it removes funds from the Government and, 
therefore, disperses power? 

DR. ANDREW: No, I am not saying that. What 
I am saying is that if he is acting in the public 


interest, he is disbursing money. That removes from 
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Government .an obligation to disburse money from approx- 
2 imately the same source but it does provide for a 

3 diversity of initiative instead of a unity of initiative clon- 
4! centrated in Government. That is what I am saying. 

5 COMMISSIONER PERRY: I am interested in 

6 your point --- 

7 DR. CORRY: May I ask Mr. Gale to speak to 
8| that point? 

9 THE CHAIRMAN: Yes, certainly. 

10 MR. GALE: Mr. Chairman, the point that 

11/ was just discussed, it seems to us that the Government 
12 might lose perhaps 50 per cent of tte donation but the 
13 university would get 100 per cent. 

14 Presuming that a man gave his entire income 
IS! in one year to university, speaking on the question 

16] of revising the « idmit or doing away with the limit 
17 on donations, I think this question of loss carried 

18) forward is an important one. I feel in my mind there 
19 must be quite a few occasions in the year when 

20 people hold back donations just in case they might 

21) surfer a loss. 

22 THE CHAIRMAN: Yes, I think that is 

23 probably quite right. 

a4 COMMISSIONR PERRY: I was interested in the 
25 way in which you “link the removal of the limit and 

26 the treatment of these donations as a business expense. 


27 Could they not still be treated as a business expense 


704) ithe 1imit? 
2 MR. GALE: At the moment, donations are 
30 


calculated on all income. If there is no income, you 
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don't get any donation allowance. 


COMMISSIONER:"PERRY: No. That is not my 
point. My point is that if they were treated as a 
business expense, then you still could have a limit 
in the years in which there was a profit? 

MR. GALE: Yes. 

COMMISSIONER PERRY: c:° In the year in 
which they became deductible, a limit would then be 
enforced? 

MR. GALE: In order words, yes, you could 
have an intermediate stage where under the 10 per cent 
rule you would deduct an expense and it would be 
allowed. 

COMMISSIONER PERRY: In the year in which 
they became offsetable against income, the limit would 
apply? 

MR, GALE: That is right. 

THE CHAIRMAN: What you gentlemen have to 
say, I believe, you put forward equally for: individuals 
and for corporations. Am I correct? 

DR. CORRY: Yes’. 

THE CHAIRMAN: We understand that point. 

I believe we have got no further questions on it. 

No. 2: "Amend the Estate Tax Act to provide that where 
there is power to encroach on the capital of a fund 
with te residue of that fund being given to a charitable 
institution, the estate be kept open until the life 


interest in the fund has terminated: 
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Is there anything you would like to add 


to that? We have examined this already. 

DR. CORRY: This is what I understand 
is set out clearly by the University of Toronto: We 
are merely supporting them. 

THE CHAIRMAN: Thank you. 

Bo. "Include in the Estate Tax Act 

"explicit provision for treatment of gifts 

"to charitable institutions without 

"reservation of benefit of income". 

I was curious why if in fact such an 
amendment is not required why one should proceed to 
amend the..Act. 

DR. CORRY: Because as a matter of 
administration I think our view is that, I have seen 
this, where funds have been depended on administrative 
practice, that any action:they are..going to. take 
in relatiom to ‘donatiians «<<: that people .are 
considerably nervous: that administrative practice 
may be changed and changed adversely to them without 
them, being able to control it or even able to do any- 
thing about it. I think we would reach the general 
principle that wherever there is a formal established 
administrative practice which seems satisfactory C.D 
the Government it should really be affirmed as a 
matter of law. This is the practice by which all laws 
were made in the first place and we want to assist 
the taxpayer to depend on the law as much as possible 
and not be open to what some people, at any rate, 


call administrative caprice in changing administrative 
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practice from time t® time. 
THE CHAIRMAN: Of course, when you throw 
a matter like this into Parliament you take your chances 
as to what comes out. 
No. 4, "Provide in the Income Tax Act for 
"deductions of donations to the universities 
"of other countries and encourage other 


"countries to rectprocate. Amerd the 


"Estate Tax Act to provide that gifts tc univer. 


"sities in other countries be exempt from 

"estate tax and encourage other countries 

"to reciprocate", 

Right now the process is a little doubtful, 

I think, as to whether one may contribute to overseas 
universities, universities abroad and obtain a deduction. 
Am I correct, or is it absolutely denied. 

DR. ANDREW: You are correct. There is a 
list in the Department of National Revenue which isn't 
easily available that states the number of universities 
that have, by one reason or another got this privilege. 
Actually the question between Canada and the United 
States is really the important one because in the U.K, 
these allowances are not normally made and their 
restriction is a little more difficult but with both 
Canada and the United States it should be easy. When 
the :Briencs of X university in the United States are having 
some difficulty under the American law it would seem 
the time is ripe: for initiative to be taken particularly 
in respect to the United States where so many of our 


graduates are graduates of their universities and vice- 
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1] versa, With this I think there would be more income to 
2 Canada. 

3 THE CHAIRMAN: The Canadians friends of 

4] U.S. universities form some kind of body, I believe, 


5|| to accomplish this. 


6 MR. ANDREW: And vice-versa. 
rs THE CHAIRMAN: And vice-versa. 
8 DR. CORRY: The same is done in the United 


9| States. Queen's University has a charitable corporation 
10] based in New York called Friends of Queen's University. 
11 MONSEIGNEUR LUSSIER: We have the same. 

12 DR. CORRY: We get annually from our 

13| praduates inthe New York area funneled through the 

14] Friends of Queen's, pretty important help. The interesting 
15] this is it doesn't come from our graduates scattered 

16] all over the United States as they are because they 

17|| don't know about the Friends of Queen's or it isn't 

18] clear enough to them and therefore they don't see any 

19 way in which they may do this. I am confident myself 

20| that if we enlarged our provisions for foreign univer- 

21] sities and showed ourselves open to reciprocal arrange- 
22/| ments this country would get the net gain. I think 

23|| there is no question about this. 

24 THE CHAIRMAN: I think apart from that 

25] it is only just the Canadian graduates of U.S. 

26|| universities be encouraged by every means possible to 

27 support their alma maters. 

28 COMMISSIONER PERRY: Isn'tit true the America 


29 system isn't too bad. My recollection is the Treaty 


now provides for deductions for charitable donations. 
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DR. CORRYs: This is all provisional on 
it being worked through some specially set up organ- 
ization. 

COMMISSIONER PERRY: Let us think of this 
more generally: is there any concrete concept of a 
university which would apply equally in Cambodia 
and Brazil and Hong Kong -- you have people sitting in 
Ottawa trying to decide what isctac university in 
Some remote part of the world because someone has 
claimed to have made a donation to them. 

DR. ANDREW: You would have to maintain 
a list. It wouldn't be hard to compile a list because 
the universities of theworld are organized now with 
the International Association of Universities, the 
Universities of the Commonwealth, the Organization of 
A.U.P.E.L.F,., Monseigneur Lussier pes! is president, 
the Association of nine eter Rees: or wholly in 
French, Obtaining: ‘the.:: list of approved institutions 
wuldn't be so hard. 

DR. CORRY: These lists could be pretty 
réliable because they are prepared by university organ- 
izations that are very jealous of letting fly-by-night 
places get rated as universities or colleges. 

THE CHALRMAN: I think we have to move on 
to sales tax. You recommend that universities be 
exempt entirely from sales tax. Universities are 
now pretty well exempt, I suppose because they are 
dealing in materials which arecnot mainly taxable, I 
would think. 


DR. CORRY: I think, Mr. Chairman, that 
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the problem here could be best set out by giving a 
specific illustration. Dr. Andrew has one. 

DR. ANDREW: The sales tax on materials that 
universities use -- I will give you an illustration. 
The operating table for small animals . 

DR, SHEFFIELD: I--think you skipped one. 

DR. ANDREW: I am sorry. 

COMMISSIONER WALLS: Were you going to 
enlarge anthat? 

First of all I was just wondering to what extent 
fou have had an official interpretation in this part 
where you chim you get exemption on new buildimgs, on 
material for new buildings but mt on the repairs. 

The reason I ask is the word “new'building doesn't 
appear in the amendment to the Act. I wonder if you 
have had an interpretation that repair materials are 
not. in fact construction materials just the same as it 
is in the new buildings because the word "new building 
is.notementiLoned.at alls, in looking at. the, dictionary 
eonstruction;is the act of fitting together, framing 
or building, so I am wondering if you had a ruling on tht 
or you were personally interpreting the Act. If you 
are I think you might possibly be wrong and it would 
apply to all buiWing materials whether used for new 
buildings or repairs of existing buildings. 

DR. CORRY: Might I ask our advisers whether 
they did. I think we are paying on materials at my 
university that are used for repairs. I can't stand 
up and say that under oath. 


COMMISSIONER WALLS: The new section reads: 
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"Where materials have been purchased 

"by or on behalf of 

"(a) a school, university or other 

"similar educational institution for 
"use exclusively in the construction 
"of a building for that institution." 

In your brief of course you use the words 
"new building” which isn't in the Act and that is 
why I questioned it. 

DR. CORRY: As a lawyer I am sure I could 
argue this would include materials used in the revamping 

of the building. Whether I would feel very conftdent 
in trying to fit in materials used for the maintenance 
of the building, and maintenance often involves some 
minor repairs, that you could call that construection -- 
I wouldn't feel very confident of this. Our argument 
goes beyond the definition. We think it isn't worth 
all the trouble both to Government and ourselves, 
employing additional persons to go through all the 
paperwork related to this to find out whether sales 
tax is specifically applicable. It doesn't seem to 
us to make any real sense. It would be much better 
to tidy it up completely and know what is involved in it. 

As the law now stands I don't think it is 
enormous in a sense of dollars. 

COMMISSIONER WALLS: You are excluded right 
now for all printing that isn't for resale. Universitics 
have many treatises and documents that are for resale 
and therefore it would be an unfair advantage to the 


university to be tax-free when the independent printer 
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of J like types of documents has to pay tax. 

DR. CORRY: You might enlarge this to say 
we ultimately sell the product that the graduate gives. 
We wouldn't argue we were using -- I wouldn't want to 
argue in the instance you gave we should be in an 
advantage position. It would be the materials that 
we use as part of the educational process directly 
whether for buildings, for maintenance, for research 
or whatever, I can see no case that a university press, 
for example, should really get this kind of advantage 
over its competitors. I think if this were proposed 
there would have to be some examination of the situation 
in which the universities did offer things for sale ana 
apart from tuition these are pretty few. 

COMMISSIONER: WALLS: I note you mention 
the fact that the Sedion on printing and duplicating 
machines by which you were previously exempt isn't incl- 
uded in the new exemptions. However is it not partly 
compensated for by the new exemption which deals with 
typesetting, plates, cylinder roils and all these things 
that go into reproduction. : 
Whether that will compdetely cover your mimeograph 
machines or not I don't know. Have you had the opport- 
unity to test that? 

DR. CORRY: No, we haven't had a chance 
to test that. 

COMMISSIONER WALLS: I think the reason 
it was left outvias bécause 1t-is:more ‘All embracing in 
this new paragraph. 


DR. CORRY: Mr. Chairman, the problem we refer 
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to is we sperid an awful lot of time testing these things 
and we think there isn't really any sufficient gain 
for anybody to make it that complex, 

THE CHAIRMAN: Sometimes it is more complex 
to administer:c an exemption than to administer a tax, 
but I suppose from your point of view if the universities 
are just exempt that makes it extremely simple. 

DR. CORRY: It makes it simple for us. 

I acknowledge what was said by Mr. Walls, that there 
probably would still have to be some exemptions. They 
would probably be few,and only in twolorvsthreetorefour 
universities across the country. 

COMMISSIONER WALLS: I think you have a 
good point. Previously you were tax exempt automatically 
and ©: now with the new change that has been made you 
are no longer tax exempt. Now you have to pay tax 
and apply for a rebate and that means you are now putting 
out money and having to wait quite a whilefor. refund. There 1: 
that change. 

DR, -CORRYS We don't think work projects 
of this kind are particularly useful for our activity. 

COMMISSIONER MILNE: Just before we leave 
that particular point, Dr. Corry, the brief states: 

"Burther increased costs will be incurred 

"to finance the sales tax until refunds 

"are received". 

To what degree is that a problem, the 
sales tax involved and the length of time it takes to 


get a refund? 


DR. CORRY: In the brief we say everything 
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1/ that we thought might be of some importance. Of course 
2] we can finance this in the area. I don't think it is 


3] too significant really. We don't know yet, I suppose. 


4 THE CHAIRMAN: This is a point anyway. 
«] DR. CORRY: It‘is»a problem: 
6 THE CHAIRMAN: Now we move on to item 6, 


7) tariffs. We don't know much about tariffs anthis 

8] Commission. It doesn't seem to be our jobs. Whati is 

9] this classification seeking to protect in Canada? 

10 DR. CORRY: Mr. Chairman, this was the point o 
jich Dr.Andrew has an example and I got a little confused earlier 

12] in asking him to speak. early. 

13 DR. ANDREWS: Mr. Chairman, the question here 

14| 4s that the "scientific and philosophical supplies and 

15] apparatus" dutiesdte from 1906 when it was framed and 

16] it really has no contemporary relatton to research and 

17 pursuit of new knowledge. It leadsto the most curious 

18] and bizarre interpretations. Again an awful lot of 

19|| time is spent debating these individual rulings that 

20] are received. The case in point that I was going to 

21| vefer to was a small animal operating table which they 

22| used in a variety of biological sciences for examination 

23, of animals and the ruling which was received on this 

24 was that although the operating table wasn't made in 

25 Canada, wasn't of a sort of kind made in Canada it 

26] was operated by a motor and motors are, in fact, made 

27|| in Canada so the whole object was held to be of a sort 


28 or kind made in Canada. 


29 Quite apart from the stupidness of the 


individual rules there is the fact that the whole language 
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is out of date now. Selence is no longer philosophy 
in the sense this was devised in 1906. Tt does seem 
a shame to. badger people and also to use up a lot of 
civil servants in just badgering people who in turn have 
to develop the capacity and the liking for badgering 
civil servants. This is a considerable nuisance. 

THE CHAIRMAN: You made the article appear 
simple. I aninclined to think it served you. right for 


not having made it yourselves. 
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COMMISSIONER WALLS: I was wondering first 
2] of all if it were possible for you to have bought the 
3\table alone, without the motor in the United States, and 
4] attach the Canadian motor to it? 

5 DR. ANDREW: Let me give you a better one. 


6] Electron microscopes are ruled to be microscopes, 


7\|| Microscopes are made in Canada. You know an electron 
8] microscope is an entirely different. thing. I suppose the 
9] elementary principle is the same. Now how are we 


10] going to handle that kind of thing? 

11 COMMISSIONER WALLS: Have you made any 

12|| representations to the Minister of Finance previous to 

13|| budget time about these individual items? 

14 DR. ANDREW: Yes, individual universities 

15|| and universities now collectively have made representations 
16|| about this, and I have been privately assured that it's 

17|| darn near time the Act was rewritten, but who stimulates 

18|| this, unless it is august bodies like Royal Commissions? 

19 COMMISSIONER WALLS: I rather think that 

20] an individual item like that, there are so many of 

21]| them in the Tariff Act, I have had considerable 

22|| experience with ‘such cases. At-‘one time, I believe, you could 
23| eet all the tractor through tariff. free, except tractor tires 
and also the fact that it has not been deemed to be tax-free 

25|| machinery: of husbandry unless it has . movable parts. 

26 If you were able to get it without a 

27| cog on it, it comes in at one rate. If there is a cog 

28 on it, it comes in at another rate: and these are 

29| aifficulties that I recognize ‘are hard forpeople 


30] to interpret that are not using them altleathert mes 
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I think your only answer is, when you have 
a case like that, to present it individually to the 
Minister of Finance previous to budget time. 

DR. ANDREW: Mr. Commissioner don't you 
think the language that applied perhaps in 1906, but 
which does not apply now should be cleaned up every 
now and then for efficient administration? 

COMMISSIONER WALLS: You may be up against 
tariff agreements with other countries -- I don't want 
to prolong this -- where the terms that you have already 
got have been agreed on. It isn't just as easy as 
it looks. 

DR. ANDREWS: This particular one is not 
involved with any other country in the world. This 
comes within Canada's own jurisdiction, if we really 
want to update our language. I am informed of that. 

COMMISSIONER WALLS: You have me effectively 
slain. 

DR. CORRY: Mr. Chairman, I don't think we 
ought to press too much on this one. I see your 
problem, where you say you are not sure it is within 
your terms of reference. All that we can ask you to do 
is, in your generosity in framing your final recommend- 
ation, you might give us a dividend of a recommendation 
spout chile ching: 

THE CHAIRMAN: Item No. 7.I think. ‘Do you hav 
anything that you would like to add to the representations 
which were made to us by the University Teachers Associatipn? 
They spoke, to the best of my recollection, about books 


and gowns, possible courses, although I don't remember. 
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We have had a lot along that line. Is there anything 
you gentlemen wish to bring up? 

DR. CORRY: Mr. Chairman, what we have said 
here is that we support the view put forward by the 
Canadian Association of University Teachers in principle. 
We think we ought not to get into lab coats and gowns 
because we know these cannot be thought of by tax 
collectors and tax authorities, except in relation 
to other kinds of persons in a similar position and 
that all we are asking for is the university professors 
should be recognized as a professional just as much 
as if he were a chartered accountant, sir, or a lawyer 
who is practising his profession by appointment to 
some corporation or body as distinct from practising 
it on his own time, and this is all we are asking for 
and I think we can argue at great length he should be 
treated as a professional. 

COMMISSIONER WALLS: I have only one 
question on which we have never really had a satisfactory 
answer and that is: do the universities, in setting 
the salary scale, not take into consideration the further 
studying and further conventions that their professors 
will have to go to? 

DR. CORRY: Mr. Chairman, all my people 
tell me that I don't. I think every other university 
president will tell you the same, thatthe view of the 
staff is that we don't and if you look at the way in 
which edlege salaries lag in relation to high school 
salaries, and this can be demonstrated to the hilt, 


then it is quite clear that we do not make any provision 
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for this kind of thing, in any effective, reasonable 


THE CHAIRMAN: No. 8: 

"Revise provisions of the Income Tax Act 

"affecting taxability of full-time students 

"and their qualification as dependents", 

And you have suggested ‘that deduction for 
dependents be increased from $550 to $1,000 for 
dependents who satisfy the conditions now required for 
the existing tuition fee deduction and exempt full-time 
students who now qualify for tuition fee deduction 
from the first $2,000 of their earned income and deduct 
the amount of income earned by a full-time student 
in excess of $1,000 from any claim made by a taxpayer 
on the ground that the student is dependent on him, 

May I first of all say in regards to the 
practicability of (b): 

"Rxempt the full-time students who now 

"Qualify for tuition fee deduction from the 

"Pirst $2,000 of their earned income". 

I was wondering what kind of a student 
4t would be who would have sufficiemt income to benefit 
from such a deduction? I cannot think of many who 
would be able to take advantage of it. 

DR. CORRY: Mr. Chairman, I think the 
$2,000 was the figure -- this was probably arrived at 
because this now represents substantially what a 
student will have to spend in order to go one year 
to a university. This really, I think, is how we 


arrived at that figure. I think we recognized there 
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were probably very few who would earn this much. 

DR. ANDREW: It was arrived at for the 
sake of registry. $2,000 is what a person now has 
to spend over 12 months in order to attend university 
for 8 months, if that is the length of the year. 

The second thing is that the personal 
exemption of $950 is an amount that quite a few male 
students, working in the summer, can exceed and the 
tendency, by virtue of the fact that under the existing 
law there is anallowance for the father of a 
dependent, so that it really does not pay at the present: 
time to work more than $950 worth and we would like 
to encourage people to work to the limit of their 
ability up to the amount that we feel they would have 
to spend over a year anyway. 

That was the thing that would set the 
taxable limit. 

Now there are quite a few people who have 
a quasi- professional qualification, going through who 
can exceed $1,000. They can earn somewhere between 
$1,000 and $1,500. Only commercial fishermen in a 
very good season can get up to $2,000 -- on the West 
Coast, not. on. the East. Coast. 

What we are trying to do is to encourage 
as much self-reliance as possible. I speak... warmly 
on the subject, being a parent of three children at 
university at the moment,and: onthe encouragement of the 
male student to earn as much as he can, but to give 
no concessions, as you will notice, to the parent 


because his exemption declines from the $1,000 as the 


ra sey 
ents ol on ort? a 
était wet KE istiep sais tion tO oft to nottquexs | : 
| odd bre bebons ano femmes site galtiow ceneotote | 
Pitteine oid sobny fads gon’ ite te sataiv yd egonebasd 


eo te asdée® edd wet eonawelens ak wHede wal 


‘Gneeenq adi se yeq Jom Saab Gilacd ah tent om ebaegeD | il 
Pedkt Givow a bun raqowoent fsdt ston oitrow = sms pSt 
mteid So tinkl wd} oF oitow a? afgqesg "sysivcone oF et 
wed dtucw eokt feet dw say Javome adF oF qu —phiids ja 
vyowyae ee & tevo hnege of fet 

si? toa Uigow tect gatdt sdf sow de? fat 

| mnt eidexes ™ 

ay St ov alqowy ust @ Sb fup ore went. “ou aan ret 
civ Agent? guteg .acttaptttisop Tnapfase tex -Lasup g pak 
“aswred orsitwsincs ets Ae yea? é Me becoxs nao 
6 HL nomrsaes? cares yin 08st} tne 000,18 
49aV od? ae — 006.4 oo qwovog neo ntagsy boog viev 


Sead teed ectd no don ,. taco 


inne 


spe'tioone ed al cb ot gnbyvat wre ev dew 
vlierew some t -alidlaseq as oorehior-liea foum as 
te netbhide sont Yo tasreq & gated .sooldue ait. fo 
Sfic lo taomenmwoe-s steodiew@aanen ade ta yItevevicu 


wyia of tod (nao of 4s domme 62 miss oF srebide alam 


SeaktkeekrRe 


taevey, ott ct .astian LItW sey a8 .anofessonao on 


he 


aid @c COT. La ec? mot? seniloob nettqwans ald sadeood | 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 5064 


1! students claim rises above the $1,000, so that it really 
2 is an incentive proposal and a recognition of the increas 
3 in cost of higher education, quite apart from what a 

4 person foregoes by going to university. 

5 DR. CORRY: Mr. Chairman, I am sure you 

6 have heard a great deal here about the effects of the 

7 tax system dampening initiative. This is just another 

8! anstance. If he only earned $950, and he could have 

9 


earned $1,300 or something, you have made it less worth 
10 his while to try. Then, on the other hand, he comes 


around and wants a scholarship or bursary; wants public 


we Support which he might not even have got around asking 

13 for if it were made more attractive to him to earn 

14 as much as he possibly could. 

15 DR. ANDREW: There is also the business 

16 of administration convenience, because at the present 

17 time fees can be claimed. They have to be claimed by 

18 producing certificates. Now the amount of fees that 

19 can be claimed are only part of the total fees that 

ci the universities charge so that the universitycfees 

= officers are all constantly shuffling fees to arrive 

22 at a statement of the claimable fees that can be passed 

- on to the parent to get a rebate. 

He Now we have been under pressure to ask 

- for an increase in the amount of fees that can be 

a" charged. We have resisted that in the hope that we 

27 can achieve the upward exemption for the self-employed 

# Student and have a depressing effect, as he goes up, 

5 have a depressing effect on the claims of the parents. 
a0) 


Actually for the better-off, this recommendation would 
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1] lessen the amount of well-being of a well-to-do parent. 
2| It would increase the exemption anduthe capacity to 

3 pay of the total family unit in an economically less 

4! ravoured group. That implication can be explbred quite 
5] considerably. 

6 THE CHAIRMAN: This would have the effect, 
7 of course, of having this same result which would be 

8 accomplished now by: increasing deduction for fees, 

9| which doesn't strike me it would be very fair. 

10 DR. ANDREW: No. I am sorry, I don't 

M1} follow you. 

12 THE CHAIRMAN: What I am saying is that if 
13| instead of a $2,000 exemption, the student were 

14 permitted to deduct the full amount that he paid 

15|| to the university including his board, about the same 
result would be achieved would it not? 

17 DR. CORRY: Mr. Chairman, part of the 


18 difficulty is that many students do not pay board to the 


19 university: “Others ipay,. This’is°a problem: 

20 THE CHAIRMAN: You are quite right. 

2i COMMISSIONER PERRY: Mr. Andrew, I wonder 
22 


if I followed you completely. Wouldn't the better-off 

23 parent find his position improved under (a) by a 

24 Simple increase to $1,000 in his exemptionfor a dependent 
25 child attending university? 

26 DR. ANDREW: He would. Simply (a) the 

answer is yes. Taking (b) into consideration, and 

28 in particular taking (c) into Rondidera tian the better- 


29 off parent -- let's put it this way: the parent 


30 who at the present time can afford to provide employment 
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for his own child and then can claim $550 for fees, he 

is better-off under the (c) provision. I believe at 

this point I have to go to our financial advisers, 

but I am informed that he is better-off under the 
existing regulations than he would be under the suggested 
regulations. 

DRATCORRY: Mr. Chairman, at this point 
I think it is Mr. Badgley who can speak on this. I 
should say for Mr. Andrew that he did have the artistic 
conception of this, but the illumination-has partially 
blinded him. 

MR. BADGLEY: Mr. Chairman, the basis of 
this thought is thinking of the family as a unit rather 
than as the father in particular and the son in 
particular. To: the father it would be a great deal 
of benefit to increase the éxemption claimed by him 
to the maximum. However, if we consider the son also, 
he could earn up to $2,000, for which he would receive 
one hundred cent dollars. Whereas, if he earned under 
$1,000, the parent would claim $1,000 exemption which 
would be worth to him, as an example, 30 cent dollars, 
if he was in a 30 per cent tax rate. 

Therefore, as the students earnings increased 
from $1,000 tO $2,000, the net income to the family 
would increase by the $1,000 that the student earne 
and would be decreased by the $300 extra tax that 
the parent would have to pay. 

COMMISSIONER PERRY: I can follow that.. 

I am thinking of the case of the parent and child, the 


child at the present time not earning any money and the 
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parent paying full university expenses and this is 
continuing to be the situation. As I see that situation, 
the parent now isable to deduct $550 for that dependent. 
In the future he will be able to deduct $1,000 for 

that dependent. That's the simple case I have in mind. 
It'isn't'an unlikely case, after all. I have a child 
attending university. 

DR. ANDREW: It is not an unlikely case at 
all where thexsperson attending university is not working 
and, actually, now the opportunity to work is becoming 
less frequent than it was a few years ago and so in 
that case I would switch my argument there: irrespective 
the income of the parent, that the opportunity to 
work, becoming less popular, some greater relief would 
seem to be appropriate to the parent 

COMMISSIONER PERRY: I am not challenging 
the philosophy here. I am just trying to understand 
the proposition, 

DR. ANDREW: My first case was based on 
children who are. working, 

COMMISSIONER PERRY: (a) applies where the 
child is not working and that would give an increase 
in the allowance? 

DR. ANDREW: That is right. 

THE CHAIRMAN; Anything else on that? If 
not, moving on to item 9 which recommends that the 
law allows deduction of tuition fees paid by part-time 
Students. 

COMMISSIONER WALLS: I notice you only make 


that applicable to higher education. Should that not 
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apply to vocational training and perhaps to someone 
who has been forced to leave high school before 
graduation? 

THE CHAIRMAN: How about dancing lessons? 
Mandolin lessons? 

DR. CORRY: Mr. Chairman, I think when we 
finished this we realized we had not made ourselves 
very clear by just saying-"higher education". There 
was now a change in the use of these terms going on 
and higher education used to mean university and college 
only. This is now being talked of, in many quarters, 
as everything above high school as higher education. 


I think in this sense we really mean to make this 


recommendation that -- perhaps the right word to use 
there would have been "post-secondary education". I 
don't think there is any argument -- to me there is 


no argument that to restrict this kind of advantage to 
a. university student; and to deny it to‘the fellow 
who, because he has not got the ability to go to 
university but is, nevertheless, trying to improve him- 
self in an institute of technology, I see no reason 
why he should be put in a less advantageous position 
and this was not our intention. 

COMMISSIONER WALLS: Don't you run into 
the definition of "part-time"? I can appreciate some 
of your vocation courses at university take up a great 
deal of time, but there are other case8S: where it's 
Just a night class and nightclasses can embrace all 
sorts of things. Just like the :Chairman said, dancing, 


and so on. Where would you draw you line’as to part-time? 
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1 DRy CORRY: ovilathinksi tyewould beu== subject 

2|| to what my other colleagues here will say, I think the 

3|| only place to draw the line would be that he is on 

4] part-time registration and working at a course which 

5| leads to a degree or a diploma, providing he is successful 


6] in getting that. 
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Now, you could ask me what diploma means’ 
2) and this I am afraid would also give some trouble. 

3 THE CHAIRMAN: It seems to me this would 
4] result ina pretty large hole in our tax base and 

5| would require a great deal of careful definition. I 
6| can see this very clearly. 

7 DR. CORRY: I am in favour of higher 

8 education. I wouldn't favour this for fees ina 

9 dancing school. 

10 THE CHAIRMAN: You find that the people 
11 sponsoring them could produce pretty good arguments 


12/ on that. 


13 DR. CORRY: This, Mr. Chairman is what 
14] exists. 
Is COMMISSIONER WALLS: They get diplomas in 
Dt: 
THE CHAIRMAN: Any further questions? Mr. 
Walls? 


COMMISSIONER WALLS: No. 

THE CHAIRMAN: Dr. Corry, we are very 
grateful indeed. You have brought something of interest 
to us and something which we should certainly consider 
and I assure you that we will do so. We thank you 
therefore indeed for your help today. Is there anything 
that you would like to say to us? 

MONSEIGNEUR LUSSIER: I just want to thank 
you for having heard us as you have done. I think that 

the philosophy has been very helpful to us and I might 
say for myself many of our recomendations mean little 


to Government but we feel it means much to the individual, 
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1/ the psychological benefit of such deductions is very 

2| very great and this should be taken into consideration. 
3] Thank you very much Mr. Chairman. 

4 THE CHAIRMAN: Thankiyou, sir. We will 


5] break for 10 minutes. 


6 

7] ---A SHORT RECESS. 

8 

9| ---FOLLOWING THE SHORT RECESS: 

10 

11 THE CHAIRMAN: Yes, Mr. Secretary? 

12 THE SECRETARY: Mr. Chairman and Commissioners 


13) the next submission is being presented by the Canadian 
14) Association of Reali Estate Boards. Mr. S.L. Melton 
15] will introduce his cdleagues and speak to the brief 


which I now enter into the record as Exhibit 249, 


~--EXHIBIT NO. 249: Submission of the Canad- 
jan Association of Real 
Estate Boards. 


SUBMISSION OF 


THE CANADIAN ASSOCIATION OF REAL ESTATE BOARDS 


Appearances: Mr. F.N. McFarlane Mr. Bert Katz 
MreuRdeie Quine Jz. Mr. D.R. Wymark 
Mrs SJL ede lton Maser srs alancer 


Mr. P.H. McKeown 


THE CHAIRMAN: Thank you, Mr. Secretary. 
Good morning Mr. Melton and gentlemen. I will introduce 


to you the Commissioners whose names appear before them. 
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1/ I would be grateful if on your part you would introduce 
2| your people to us. We have read your submission with 
3| interest. There 1s no need to do it again. We would 
4/ like to discuss it with you and raise a few questions. 
S| If there is anything you wish to tell us in amplification 
6| or summarizing it we would be pleased to hear it. 
7 MR. MELTON: Thank you, Mr. Chairman. I 
8| would like to introduce the members of the Ottawa Liaison 
9] Committee. On my left, Mr. McKeown, the Chairman 
10/ of the Committee. Next to him Mr. Bert Katz, a member 
11| of the Committee; Mr. Roy Wymark, a member of the 
12| Committee, Mr. H.P. Langer. Anmembéer of fhe Committee on 
McFarlane, a member of the Committee and on my immediate 
right Mr. R.P. Quain, Jr., a lawyer and chartered 
accountant who has been retained by the Association 
as our Technical Adviser. 

THE CHAIRMAN: What do you call the 
Committee? 

MR. MELTON: The Ottawa Liaison Committee. 
This is a Committee of the Canadian Association of 
Real Estate Boards. The Association represents ten 
Provincial: association and seventy-seven local 
association and over 13,500 members. I havea, little 
Outline summarizing the points of the brief but maybe 
if you haveread it it may not be necessary to go into 
ae 

We omitted an index of the brief and I 
would make the suggestion in the upper left-hand corner -- 
we cover five main subjects. One is capital gains on 


page 16; two is lump sum receipts on page 21; three is 
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advance rulings, page 24; four is valuing property, 
page 38A and five is non-resident investments, page 51. 
Each of the five topics of discussion concludé:with a 
submission and reconmendations suggesting what the 
Association feels should be done about the particular 
problem raised under each heading. 

You will note the first 16 pages of the 
brief deal with the Canadian Association and its ob ject- 
ives and undertakings. I wonder would you want me to 
go into detail or would you rather ask questions? 

THE CHAIRMAN: I think we would prefer to 
ask questions om your submission. Canada ranks second 
highest in the number of persons owning private 
dwellings. Would it be the United States that ranks 
first or who ranks first? 

MR. MELTON: I believe the United States 
or Sweden -- the United States. 

THE CHAIRMAN: I suppose our rank in that 
regard is really because of the relative prosperity 
of Canadians. Are there any other reasons you can 
think of? Does the Committee have any other opinion? 

MR, MELTON: I would have one, maybe other 
members of the Committee would also -- both inthe 
United States and in Canada there is a certain amount 
of individualism and I think private ownership is one 
of the characteristics of individualism and I think 
that is why we in North America have such a high 
percentage. 

MR. KATZ: Was:-your question why the 


United States is running ahead of Canada? 
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1 THE CHAIRMAN’ No, my question was what 

2| reasons are there that Canada ranks as high as it does? 
3] I think I have the answer probably. I ama little 

4| surprised to find Canadians seem to live in the same 

5] home no longer than five or six years and then relocate 
6| their residences. I don't Suppose that means necessarily 
7| sell their homes. I suppose if they move from one 

8 apartment to the other they come in that category. 

9 MR. MELTON: There is quite a movement in 

10/ the ownership of homes. We find that on the average 

11| it is five years that the owner: -- it is usual to 

12| move if the family is growing and then they move back 

13] to smaller accommodation as the family decreases. 

14 THE CHALRMAN: I knew thetreal estate 

15| business was very good, but I didn't realize it was 
quite that good. Shall we move to page 16, capital 
gains, Is there anything else before this? 

Your conclusion with regard to that is that 
codification of principles of law applicable would 
contribute in a substantial way to greater clarity, 
Simplicity and effectiveness of the Act and administration. 
I would have thought this is not correct. It seems 
to me that such a codification of principles would be 
a rather difficult matter, probably not impossible, 
but I would assume that what you mean is that certain 
decisions «would be laid down am if a. transaction 
conformed to the tests it would be taxable or non- 
taxable in accordance with the tests. Is that what 
you refer to? 


MR. MELTON: Could I refer the question to 
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1 our adviser, Mr. Quain? 
2 MR. QUAIN: Yes, Mr. Chairman, I would 


3 think that would be correct. In England, I believe 
there was a Royal Commission appointed to study capital 
gains and profit and they did come up with a principle 


6] that called for badges of trade. These have been 


7 referred to in quite a few of the Canadian tax cases. 
8 I don't think our Supreme Court of Canada has yet 

9 approved of these badges of trade, but they might be 
10 


a helpful starting point if one were to codify the 
11 principles. 
12 THE CHAIRMAN: What I have found those 
countries do is have a very simple rule that if you sell 
14] veal estate within a certain length of time it is deemed 
to be a revenue transaction. However it may well be 
that one could set down certain matters upon which 
the test - which would establish it. 

I would think that if it were possible 
when they came to write the recent law in the U.K. 
with respect to taxation of speculative profits they 
might have used those tests rather than time tests. 
Do you know why they didn't? 

MR, QUAIN: "No, "lL dom'trrnnow, sir. -L 
think the time tests might be helpful in that one of the 
difficulties is uncertainty of whether a particular 
profit is going to be taxable or not. For example 
an individual who makes a single isolated large purchase 
of vacant real estate nonetheless willbe taxed if he sells 
it very quickly, but if after. he buys it someone comes 


along and says we lave a developer here who would like 
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1! to develop this land, what price do you want, he is 

2| apt to say I am not interested in selling. If I sell 

3] now I am apt to pay taxes. I will hold it for say 

4| five years. This tends to stagnate the economy to a 

5] certain extent, 

6 THE CHAIRMAN: You wold have the advantage 
7\ of greater certainty by virtue of time tests, but on 

8] the other hand you would have a number of transactions 
9] being brought into taxes which might not now be 

10] taxed. 

11 MR. QUAIN: Yes, I suppose that is possible, 
12} Mr. Chairman. 

13 THE CHAIRMAN: People who had a one-time 

14/ transaction, perhaps who bought some property to do 

15|| something with it and changed their minds and then 

sold within a short time would be taxed. Would you 
sooner suffer these penalties to secure greater certainty? 

MR. QUAIN: I would think that the Assoc- 
lation feels that way, Mr. Chairman. 

COMMISSIONER PERRY: What the Chairman is 
Saying the time test gives certainty that any trans- 
action within the time: period will be taxed leaving 
the uncertainty as to how the transactions outside 
that time period will be taxed, so you achieve this 
degree of certainty at some cost. 

MR. QUAIN: Perhaps with respect to real 
estate if they said holdings after a certain period 
wouldn't be taxed. 

COMMISSIONER PERRY: Everyone has said 


that to my knowledge. There has certainly been quite 
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1]| an agreement on this. 

2 THE CHALRMAN: Most European countries have 
3] got; ost iy the time test and it generally works the 

4] way Mr. Perry says it does. 

5 MR, QUAIN: It workd only against the 

6| taxpayer. It wouldn't work in his favour. 

7 COMMISSIONER PERRY: This is the kind of 

8| certainty he would get. 

9 MR. QUAIN: I wonder if that is the right 
10|| kind of certainty to have? 

11 COMMISSIONER PERRY: I am suggesting this 
12| is the way it ended up in other countries. 

13 MR. KATZ: Could it be perhaps it would 

14|| only be one of the criteria. It isn't only time tests, 
15] but certainly a matter of definition. I don't think 
that only time should be the consideration, but it 
should certainly be one of the tests, I think. 

COMMISSIONER WALLS: On page 17 I was 
rather intrigued with your statement that between the 
buying and the selling of a property if they carry out 
any improvements of repairs on the property the sale 
of the property would be considered as business revenue 
rather than capital gain. Have you any legal precedent, 
have you any cases you can quote where that actually 
happened? 

MR. QUAIN: No, I don't, sir. I think 
probably what the person whowrote this was thinking about 
vas the idea of the carrying on of business and the 
more businesslike: you are in your dealings with a 


particular property the more apt you are to be considered 
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1]/ as having carried on a buSiness. I am not sure that it 
2] necessarily follows though. 
3 COMMISSIONER WALLS: I never heard of it, 


4] and it seemai to be quite specific in your brief.. 


6 COMMISSIONER PERRY: I would think if the 

7| law is on the basis of taxing people who are carry ing 

8] on business on real estate transactions it would be 

9| directed to people who are those who are admittedly 

10| and professedly in business in real estate transactions. 

11| If there weren't some time tests any individual could 

12| go into your line and claim that he was merely making 

13} an investment. You would find where you are taxable 

14] in full on any gains that you make in property trans- 

15 actions, even as a broker, he would be exempt entirely. 
I suppose in fact it really doesn't work 

out that way. You ..» really yoursélives are not 

working in competition with that kind of business, with 

that kind of person. Your livelihood depends on that 

kind of person being active. Somewhere along the 

line there has been a miscarriage of logic. 


THE CHAIRMAN: These people in their 


I suppose, which are, of course, taxable, completely 
taxable, When they get into real estate transactions 
I suppose if you are professional in that area there 


is an assumption that it is more in the nature of a 


2 


trade than if you are not a professional in the bucines 
Of course you find you are paying more 


taxes on your real estate transactions than your clients. 


professions, of course, are operating mostly on commissions, 
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MR, MELTON: Yes, you are correct. My 
understanding is we in th business, if we actually 
trade in real estate we are taxable on any profit. Our 
main concern here is more with our clients or 
investors. I think one problem is the uncertainty 
of whether acgain is taxable or not taxable and it causes 
confusion and doubt in the mind of investors and 
clients, and also it is very time-consuming. There 
are a lot of cases before the courts because of the 
uncertainty. 

It is natural if a person can see any 
chance of escaping paying taxes he will and if there 
appears to be any doubts he will try and clear it up 
first, Our thinking was if we: could gét some codific- 
ation or clearing up that the taxpayer would know 
exactly where he stood. Also we feel it is not good 
when tax considerations become the prime reason: of 
whether a person should buy or sell. We don't think 
that the tax consideration should be the sole reason 
why an investor should decide to hold a property or 
sell a property. 

COMMISSIONER PERRY: Why is it the sole 
reason? The person isn't goingito be subject to anything 
worse than tax. He isn't going to be hung, drawn or 
quartered? 

THE CHAIRMAN: It is only money. 

COMMISSIONER PERRY: It is only money. 
There are all kinds of people paying money every day 
on their full income.:.. Is there anything peculiar 


about this kind of activity which makes it so very 


gi teense) 2) OE a 
glincdsé ew dusotast wa goth 
row " no efdnxs? we 90 i wea er 


o ef tte Gus die 44c0 at ead ‘aida aia 
_ 
yiolfacteony . eit ai wel Og arc aeens I ,S2eresvert 
: 7 
efdsxe? 6! alas sornosdy to 


i z 


» Sd’ fhe node tines: 7% 
| 


[ 
ef¢ bar jenstle We 


swad genes to gol & val 


» 


<¥ suresropae fO 


to ‘eonads 
+ ereoqqe’ 
a0 + 2eatt, 
fo 40 wolfts | 


od An ee 
o i [Jose : 


* 
_ 


qn Taw - 
a 
std Srtw 
etd Jade” 
a 


i ‘a 
uevrie ae cw 


sithttune of 262, 4u d ef -swniexn 2  sowreq oat 
| ap awash . 1 ot mt ihos i .es nai? ocesow 
Chetetraupy 
.vortom vfato @2 gE) *aRATANS SaT 


,Weroy tine af 52 PRR AENOTTS TION ; 


ee C3eve etc i ai qeeq te sbala tte wa ge 
7 a 
a, akoaae antrinone eet ae \- ame | if sate 


ae een a 


iy i] 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 50 80 


1] sensitive? 

2 MR. MELTON: I think it is primarily the 

3] uncertainty. 

4 COMMISSIONER PERRY: At the very worst they 
5] are only going to have income tax to pay. 

6 MR. KATZ? Possibly some people would rather submit 
7] tO the ‘othér thirigs you. mentioned rather than pay 

8] taxes. I think what we are getting at here is it is 

9] a matter of intent and it is very difficult to read a 
10| person's mind, an investor's mind. The main thing 

11] we want is some certainly and some way of determining 
12] in advance whether a client is actually subject to tax. 
13] In some actual cases it is absolutely impossible to 

14] know the person's intention and he could be taxdds::: 


15|| perhaps, unjustly by whatever criteria are presently 


I think the main thing we want is more 
certainly with regard to determining in advance whether 
a person is taxable with not only time but other consider- 
ations being also part of the determination. 

COMMISSIONER WALLS: We had:another suggestion 
put before us the other day that all real estate trans- 
actions should be subject to capital gains tax except 
property on which the owner resides or occupies, 

What do you think of that? 

THE CHAIRMAN: Afid farms, I presume? 

COMMISSIONER WALLS: Yes, I was interpreting 
it as such, 

MR. KATZ: And farms? 


COMMISSIONER PERRY: Mr. Walls is a farmer. 
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| COMMISSIONER WALLS: I didn't frame it in 
21 that way. 
3 THE CHAIRMAN: As I read this I am extremely 
4 hopeful that this is the solution we were looking for. 
5| This comes to us not fresh at all. We have heard many 
6| times that there was a need for greater clarity in the 
7 law, particularly in this area. This seems to be the 
8 area more people are concerned dout than anything else, 
9) transactions tend to be big and one doesn't know the 
10 ruling in advance. It would seem to me quite fair 
11! to Say to you gentlemen, you know your busiress better 
than anyone else, where should the line be drawn? 

You are in the business, Who could draw 


14) the line better than you could draw it? 
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THE CHAIRMAN: What is a sensible dividing poiht 
between the type of transaction that should be taxed 

and the type of transaction that should not be taxed? 
If you have got any thoughts as to what tle codification 
should be, we would be delighted to have those thoughts. 
They are not easy to find. The principles are not 
easy to find. 

COMMISSIONER PERRY: I would like to ask, Mr. 
Chairman, if it is fair to read these several pages as 
meaning your clients are only likely to go ahead with 
a venture if the certainty is they won't pay taxes, 
because one can easily achieve certainty by saying all 
such transactions will be subject to tax. i deubt if 
this would achieve'the stimulus to the economy which 
you suggest would come from certainty, so I just read 
them as meaning, and I am not putting words in your 
mouth, but this is the way I interpret the words here 
as meaning that the kind of certainty that you want is 
that a transaction will not be taxed? I am not trying to 
be unfair; it is just how your words struck me. 

MR. McFARLANE: I suppose part of the answer 
to this would be the frequency that an investor might 
be faced with a profit. It doesn't occur every day and 
he may be astute once in many transactions, but if he 
does take that profit in a particular year, and it is 
classed as intome additional to other sources of income, 
then of course the tax penalty is heavy, with it all 
consdliidated in one year. 

COMMISSIONER PERRY: I agree. This comes up under 


your next point. There is a lump sum problem here. I 
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think there is also a problem that quite often the 
revenue people are going after the gains and closing 
their eyes to the losses, but I don't think it would be 
difficult to achieve certainty. It might not be the kind 
of certainty you would like or would achieve the purpose 
that you are after. 

MR. QUAIN: I think we realize taxes have to 
be paid. I think our problem sir is getting the certaint 
How the certainty is achieved, I think -- we do feel 
there should be certainty and wan The type of thing 
adopted as was suggested by Mr. Walls, We feel this conla 
be contained in the recommendation of the Commission. 

We feel it is essential to have this certainty. 

THE CHAIRMAN: It is very easy to make a tax 
certain, if one forgets about equity. One has got to 
have some measure of equity at the same time as 
certainty. What is the fair treatment under the 
circumstances? It would seem to me that certainty is a 
problem, and I think it is your problem, but it is our 
problem too. 

COMMISSIONER PERRY: I think it is probably 
only fair to say that no country has achieved certainty. 
Even in the American .i\jurisprudence in the grey area 
it reads very much like our own akl the-badges of trade 
examined. They are not examined as badges of trade but 
the element of intention is quite important within 
their concept, and in determining whether a capital gain 
has been made or whether the person has been carrying 
on business. It is just about exactly the same situation 


as we have here so I think as the Chairman says the 
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price of absolute certainty would have considerable 
inequity. 

THE CHAIRMAN: However, it may be possible 
to devise the rules which will provide greater certainty 
and at the same time maintain some kind of a reasonable 
line between one type of transation and the other; the 
kind that should be taxed and the kind that should not 
be taxed and if, after you leave us, you have got any 
further thoughts on it, we will be very glad to receive 
anything you care to send in to us. 

MR. QUAIN: On capital gains -- are we now 
leaving capital gains? 

THE CHAIRMAN: We are now leaving capital 
gains, yes, 

MR. QUAIN: I was going to mention three cases 
of the Supreme Court which, when one reads them, makes 
one realize how difficult it is to decide how important 
intention is. You may have been referred to them 
before. There is the Regal Heightscase of 1960,Dominion t 
cases, page 1270 and their secondary intention was 
spoken of and given weight, which would indicate 
intention is a fairly important element if you are 
going to even consider secondary intention, And then we 
have Irrigation Industries case, where the company 
bought shares and sold them within six months and made 
quite a profit, and the profit was held not to be 
taxable, and Mr. Justice Martin, when delivering that 
decision gave the opinion that the intention was not 
all that important because it was so difficult to read 


the mind of the investor, and it is a subjective test, 
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one that the courts had great difficulty in applying 
and he, therefore, almost eliminates the idea, or at 
least certainly plays it down. Then in the Osler 
Hammond case in the 1963 Dominion Tax cases at page 
1119 there was an appeal from the Exchequer Court in 
which the Exchequer Court judge had given great 
importance to the intention of the taxpayer in that 
ease for an isolated transaction. Once again and on 
appeal to the Supreme Court of Canada, the appeal was 
dismissed so that these three cases do indicate the 
problem of a particular person advising the taxpayer 
as to whether he will be taxed or not. 

THE CHAIRMAN: So ruling out intention, what 
have you got left? 

MR. QUAIN: Frequency would be one thing, Mr. 
Chairman. 

COMMISSIONER PERRY: Isn't it six badges of 
trade? 

MR. QUAIN: Yes. 

COMMISSIONER PERRY: They really weren't very 
new. They were inherent in all the cases and they 
simply dragged them out and listed them. 

THE CHAIRMAN: I suppose if they contradicted 
each other you would have to develop some kind of a 
point system as to the weight to be applied, to achieve 
certainty. 

MR.QUAIN: As you say, it is pretty difficult 
to achieve absolute certainty. That might be an idea. 
I suppose a judge, faced with these principles, might 


ask: Am I to weigh these in the order that they are 
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referred to? Did the legislature intend that I was to 
give priority to,let us say fre quency is mentioned first. 
Am I to give that the most priority? Perhaps it would 
be well to state whether or not that is the intention. 
They might say not necessarily in order of importance, 
something of that sort. 

THE CHAIRMAN: If you have got half a dozen 
matters to be taken into consideration, it is very 
unlikely that two people will give the same weight to 
each one of those half dozen points. 

MR. QUAIN: Exactly. Perhaps examples could 
be given, simple examples. The restatement volumes -- 
the restatement of the American Law gives principles, 
and then they give examples and these are most helpful 
in understanding what they intended. How they intend 
the principles to work out. 

COMMISSIONER PERRY: Perhaps we are missing a 
chance, Mr. Chairman, to inquire from these well-informed 
people as to the effects of the present uncertainty. It 
is suggested here there are projects that are being held 
up. Are there many of these? Are these large projects? 

MR. LANGER: Mr. Chairman, yes, I think there 
are quite a few. I am aware of a very large tract of 
land in Metropolitan Toronto, which has been passed by. 
It is not being sold simply because of the uncertainty 
of the owner in knowing whether on the sale of this 
parcel of land he would be taxed or not. It is being 
farmed, which is not the highest and best use but that 
way the owner can achieve real estate taxation as farm 


land, and I think a great deal of money is lost to the 
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municipality, to the government and in general I think 
it is a drawback not to have this land developed and 
lying, to all intents and purposes, fallow. 

I think there are quite a number of those 
instances. One I am particularly aware of: This very 
large parcel of land, very valuable land -- or it could 
be very valuable land yet the owner would not dispose 
of it for the very simple reason he doesn't know whether 
he would be taxed on it or not. 

THE CHAIRMAN: Has he tried to get an answer 
either from his professional adviser or the Tax 
Department or both? 

MR. LANGER: I am not that closely connected 
with it to say whether he has tried. I am quite sure 
we could not give him an aswer if he would ask us. We 
would not attempt to give him an answer. 

THE CHAIRMAN: In practice in my profession 
I have had similar instances to the one you quote and 
generally I have been able to obtain from the 
Department a satisfactory reply sufficient for the 
transaction to proceed. I can think of one very 
large one at the moment. It took me no longer than a 
week to get an answer. 

MR. LANGER: I can only assume in this case 
perhaps the inquiry has been made and it was not 
favourable. This is strictly an assumption on my part. 

MR. KATZ: Mr. Chairman, I will go further 
than that. I know an instance where a client obtained 
the so-called best advice in the country and 


subsequently has been taxed. They have been advised 
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to the contrary and subsequently have been taxed. Once 
that has happened, you can see that these people are 
not going to take this sort of chance again. And there 
are cases in the city which correspond to the one Mr. 
Langer was mentioning; pieces of property which are 

not being developed for that very reason and in some 
cases it poses some problem to the municipality because 
the services must go around the piece of property and 
the area is not developed in an orderly manner, which 
poses may problems to the neighbourhood and to the 

city so I would say that there are possibly instances 
in most communities where this example could be quoted. 

COMMISSIONER PERRY: What will happen here? 
Ultimately these people will die. We all do. Will their 
heirs take it on themselves to sell this land, or will 
they hesitate in the same way? What are these people 
waiting for? :A Royal Commission to make anreport? 

Some marvellous new dispensation, or what? 

MR. LANGER: In regard to the one I am thinking 
about, they may be waiting for time, simply and purely. 
In this case this man bought a certain parcel of land 
about seven years ago. He may be simply waiting for 
time. : Maybe simply waiting for quite a number of 
years. He may feel in a number of years he may not be 
as vulnerable. 

COMMISSIONER PERRY: I am thinking of one or 
two people farming around Toronto Would have to wait 
for infinity to divest themselves of the character of 
traders in land. 


COMMISSIONER WALLS: They just hope it will be 
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1 taken over as part of the green belt. 

2 THE CHAIRMAN: I don't think we need to ask you 
3 any more questions with regard to that first point. 

4 Moving on to paragraph 12 on page 21, and this is in 

5 respect to profits earned over more than one tax period 
6| presently being taxed in one taxation year and I believe 
7| that you are thinking primarily of large commissions 

8 which may be paid in one year in respect to work which 
9 has been developed over some considerable period of 

10 time. The thinking is it should be spread. Your 

11| recommendation on page 23 is that there be three 

12| alternative treatments; the total amount received be 

13 added to the other income in the year of receipt and 

14|| pay taxes thereon at marginal rates applying in that 

15| year. That is the ordinary treatment, as though there 
16|| was no special provision for it. And then (2)"add 

17 a proportionate part of the lump sum payment to his 

18|| other income during the years in which the lump sum 

19| was deemed to have been aoeruing and recalculate the 

20] tax liability during those taxation years." In other 
21 words, carry it back over a period. The period might 


22| be difficult of ascertainment but anyway you think it 


should be spread. 

(3) "Pay a special tax on the lump sum at a 
rate equal to the average tax applying to his other 
income during those taxation years in which the lump 
sum amount was deemed to have been acruing". 

There is a precédent for that somewhere else 
in the Act I think, as far as I remember. Wouldn't you, 
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number of years rather than leaving that open to a 
decision as to the period in which the earnings did in 
fact accrue, which would be very hard? I would have 
thought in order for it to become law it would have to 
be stated as three years or five years, or something 
of that kind. 

COMMISSIONER WALLS: There is a precedent, 
of course, for the five years but would you make it 
applicable for commission sales only? Its commission 
men mostly whose income is away up one year and down 
another year. 

MR. QUAIN: I think it was, as framed here, 
to apply to any lump sum payment; not necessarily 
commission lump sum payments. 

THE CHAIRMAN: Yes. You have used the word 
"profit" actually in here. You have also used the 
word "commission" in paragraph 13. 

COMMISSIONER. :PERRY: The only thing that 
concerns me about this is that you have other averaging: 
devices in the law now. You are really suggesting a 
couple of new ones. Did you examine any of the 
existing devices and reject them in favour of these that 
you now propose? 

MR. QUAIN: We are in this difficulty sir: 

The person who actually prepared this brief is not here 
but I am sure that this was done. 

THE CHAIRMAN: Why not farmers and fishermen 
treatment? 

COMMISSIONER PERRY: The most common treatment 


is the use of the effective rate over the three years 
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preceding the receipt of the amount. I think it 
probably applies to more cases than any ofthe other 
averaging devices. The administration always argue 
that they can't keep the taxpayers returns for ever. 
They have warehouses full of them all over the country 
as it is now and prefer some limited period of 
adjustment backwards, I think. 

MR. McFARLANE: I would think this could even 
refer back to our previous item where you have a sale 
of property, we will say, and it has been owned for 
four years and it is ruled that the profit on it is 
income. The income or profit has not really come 
about in one year. It has come about as a rise in 
value over the four year period. This is one 
application I can think of where it could apply to the 
professional athlete. There are probably many 
manifestations where --- 

THE CHAIRMAN: Sal§:. of securities would be 
very common, of course. What you are saying really is 
that perhaps there should be a general rule that where 
there’.is some very large fluctuation in income in the 
one year, which would be extra, I suppose in this year, 
you would average the income over the last three years. 
Something of that nature. There should be, at that 
point, a means of spreading that large surge of income. 
I think other people have suggested somewhat the same 
thing to us. 

I think that is perhaps the best context in 
which to consider that, Rather than having regard to 


real estate commission as being profit, have regard 
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to unusually large incomes from any one year. 

MR. McFARLANE: I think it could be said 
that our intention, in many of these things, was not 
one of particular selfish interest, thinking only in 
terms of ourselves. We cannot speak for other bodies --- 

THE CHAIRMAN: We expect you to speak about 
the matters of which you know and have experience and 
in which you are interested. 

COMMISSIONER PERRY: It isn't difficult to 
agree that the present arrangements are not consistent 
or completely satisfactory. There are other 
arrangements and there are other areas where alkviation 
is required which are not treated at all. 

THE CHAIRMAN: Shall we move on? Is there 


anything further? 
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1 THE CHAIRMAN: Moving to the advance ruling 
2] matter at page 24, This is something that we take an 
3] interest in because we heard it so very often am many 
4 people say Canada badly needs the advance ruling procedurel. 
5|| The recommendation in paragraph 34, page 32, you 
6] recommend. that there be binding, I think they are 
7| binding rulings and that they be printed in public 
8], for general distribution. I wasn't very clear whether 
9] you meant these rulings to be binding upon the Crown 
10] or not. 
il I looked at paragraph 35 and it may be 
12) that you would like a better, an improved practice 
13]) as we now know it, to get improvement in obtaining 
14/ opinions from the Department which is all you can get 
15 right now or maybe you want theDepartment to state 
that this is the result. You draw attention to the 
U.S. code where it is hardly any more than an opinion 
but there is a procedure for getting binding rulings 
but it isn't generally used. 
COMMISSIONER PERRY: Paragraph 42 really 
answers the statement: 
"The taxpaying numbers:of the public 
"must be prepared to accept an unenforcible 
"assurance on the part of the Department 
"of National Revenue that a ruling will 
"not be revoked retroactively." 
THE CHAIRMAN: You are not really asking 
for binding commitments. You are asking for an improve- 
ment of the present practice I think, which is an 


unenforcible a®surance. 
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MR. QUAIN: Certainly the word "unenforcible" 
would lead one to believe it wouldn't be binding. 

THE CHAIRMAN: Isn't that the most important 
matter to deal with here, the starting point, whether you 
want the Department to commit for all times or whether 
you are prepared to accept what is virtually the 
existing practice of getting the opinion of the 
Department? 

MR. McFARLANE: If I might speak to that. 

I seem to remember discussing this point with Mr. Quain's 
predecessor and although he felt this would be Utopia 

THE CHAIRMAN: What would be Utopia? 

MR. McFARLANE: That is would be enforcible 
he didn't feel legally it was something that could be 
imposed upon the Crown or which the Crown would accept 
having imposed upon it so that although this was 
the desire there was no use asking for something that 
was felt to be impossible. 

THE CHAIRMAN: There are countries which 
do have procedures which provide for an enforcible 
commitment. You don't find those too frequently but 
there are countrtés who actually do it. 

MR, QUAIN: Possibly the thought was that 
the Crown could always pass new legislation. You can't 
bind the future actions of the Crown in Parliament. 

They can always later change their minds and say the 
rulings will not be binding henceforth and even 
retroactively, although retroactive legislation is 
not usually resorted to. I think it is the feeling 


of the members of this delegation they would like it 
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to be binding. 

MR. MELTON: We want definite assurance that 
it would be binding. 

THE CHAIRMAN: You would like the enforcible 
assurance. .Are you prepared to pay the price of 
enforcible @8surance? I doubt very much if you are. 

I think the price is difficult in a sense because 
obviously nobody is going to commit themselves unless 
they know all about your transaction. It has to be 
very formally before them. It is going to réquire 
considerable time to examine it. It is the same thing 
as the man asses&ing tax returns. He wouldn't commit 
himself in advance instead of afterwards. Perhaps 
there is an appeal procedure needed because it is the 
equivalent ofoantassessment; |I think, if it:is 
enforcible. I think you put yourself inthe same 
position as with regard to assessing but you get the 
decision before the event rather than after the event. 

I know countries where they have done it 
and the procedure is slow and it is not very frequently 
taken advantage of, I don't think. 

MR. McFARLANE: These are the disadvantages 
of looking for Utopia. 

THE CHAIRMAN: We have heard from other 
people the same as you. I am sure they must consider 
and you must consider if you want these things you 
have to recognize you are asking for assessment in 
advance. 

MRse KATA wiltcisatrue.. but» inthe» case) of 


assessment it would indicate a transaction which has 
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already been entered into and completed. In the case 
of advance rulings, with this method the same procedures 
would be followed before thettransaction and he could 
withdraw from it if it turned out to be unsatisfactory, 
he could not perhaps go ahead with the transaction 

and hope time and perhaps future legislation would 

take care of the particular problem for that reason, 
even if it is enforcible it would prevent persons 
entering into unwise transactions for the reason while 
there is a penalty the penalty wouldn't necessarily 
fall if the transaction wasn't completed. 

THE CHAIRMAN: I think there is another 
feature. You could hardly expect the Department to 
give formal rulings’ or write letters of opinion if there 
is another procedure available.. I would think that 
an assessor would not in any way commit himself or 
be of mach assistance when he could say, go and get 
an advance ruling. 

MR. KATZ: I think it would still -- the 
matter of getting optitniorg from the Department doesn't 
seem to be quite satisfactory. 

THE CHAIRMAN: I have heard of that, but 
not very often. I have practised accounting for all 
my life in this country and I have yet to see the 
Department not come through with an opinion. TI have 
heard of it, I must say. I think it must happen very 
seldom. We have had very little evidence to the effect 
it happens very frequently. 

COMMISSIONER PERRY: What bearing would the 


protracted time have on business dealings, though? 
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In your business, for example, if a person was consider- 
ing an offer to buy a piece of property he couldn't say, 
now, wait 'til I go to Ottawa and put up a proposal to 
them, which may take them six months or a year to rule 
on. The buyer may say, I want this property this month, 
fecamttwaitefor six months or a year. Doesn't this 
narrow the effectiveness of the advance rule procedure 
if it does turn out to be so elaborate? 

MR. KATZ: In actual transactions, but I 
imagine this would be used for hypothetical cases; in 
other words a large holding held by a client and he 
is seeking guidance as to how to develop it or whether 
he should develop it now. If he gets an advance ruling 
then he would guide himsélf accordingly. It doesn't 
have to be a particular transaction. 

COMMISSIONER PERRY: Could you see the 
Department committing itself without doimg exactly the 
same as with regard to assessing, knowing all the facts? 
If they are going to deal on a hypothetical matter it 
has got to be done in the exact detail when the 
actual transaction comes along, it has got to be exactly 
the same thing they have agreedto. 

MR. KATZ: Except you don't have to go 
ahead with the deal. 

COMMISSIONER PERRY: I would have to quote 
your brief against you there, section 34: 

"It is submitted that advance rulings 

"would he inappropriate in respect of the 

"following: ihypothetical situations". 


I dontt think you have in mind hypothetical 
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1 situations, perhaps, inthe sense that the author does 

2| here. 

3 MR. KATZ: I penhaps didn't mean in a general 
4 way, I mean a transaction in the offing: om which 

5 perhaps the facts could be produced. I don't mean 

6 as hypothetical, actually. 

7 THE CHAIRMAN: I don't quite know what 

8] hypothetical situation means. I think what you are 

9 talking about is a particular transaction which you 

10 


visualize which might or might not be entered into and 
11 you go forward and ask whether if you carried out this 
particular transaction and identified it and so on and 
spelled itout and the Department would come along 
and do what I call assessing, because I think it would 
15 have to be that. That would be an improvement. It 
certainly would give you a much clearér understanding 
of what was going to result, but I think it also 

might bog down to the point where you would in your 
business, might ‘lose the deal... 

MR. KATZ: I think in the larger tracts of 
lands, some of these things go on for years before the 
client may. commit himself so he is prepared to hold 
it usually for a long peridd of time so in this type 
of property it could be quite an extended period. 

THE CHAIRMAN: Don't forget as I said before. 
if you ido this the simple and quick way, which I 
think you have now and I have seen to work quite 
Satisfactorily fs: out; or I believe it to be out, I 
don't see how you can have the two systems running 


together. The Department is very pressed to get their 
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1]/ own work done. If they get an established way of taking 
2 care of these things they are not going to write letters 
3] giving their opinion on it. 

4 COMMISSIONER PERRY¥: If they have an 

5} advance ruling section this is where everyone will be 

6] sent inthe future. 

7 MR. McFARLANE: Certainly if you were after 
8] a binding decision it would he ;a slow provedure.t I-don't 
9] think it was a mistake in our brief when the word 

10} “unenforcible" was used. I remember discussions on 

11| this quite clearly and I think we were aiming for 

12|| something as simple as possible rather than something 

13] tied down with a lot of red tape that would have offset 
14] the benefit. 

15 THE CHAIRMAN: I would think it is désirable 
16] to have something as close to compdetely binding as 

17|| possible and which could be done easily and speedily 

18|| and quickly. I don't know at the present time where the 
correctimiddle position lies between the two extremes. TI 
don't think it is the one extreme or the other. Anything 
further on this point? 

We are complete with our questions up to 
page 384. Moving on to .valuthg: of property, is there 
anything you would like to say tous up to that point? 

We will go on. 

MR. QUAIN: Did you direct a question to us? 

THE CHAIRMAN: No, I said we will move 
on to .cvaluing property, page 38A. If there is anything 
we have overlooked up to that poiht would you please 


tell us now or else we will go on to the next one. 
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COMMISSIONER WALLS: I note with interest 
your recommendation that appraisal Acts should be made 
uniform, You mention particularly that Expropriation 
Acts should be tied in with the other Acts pertaining 
to taxation. 

Now, I don't know that Expropriation Acts 
would work in too well. You are dealing with the 
Federal Expropriation Act and I believe the terms 
of it, in dealing with expropriatioms, are different 
from the Federal Railway Act and certainly they are 
different to the Provincial Expropriation: legislation 
where some provinces have as high as 20-odd Acts that 
deal with Males It would be rather hard to 
get any uniformity in various Expropriation Acts before 
you ever get uniformity with the other Acts. You state 
there is little difference between the expropriated 
owner accepting a return based on having had his title 
taken away from him and the amount that he would expect 
to pay in order to stay where he is as against what the prud- 
ent purchaser would have paid sooner than fail to obtain 
the property. 

I think the difference between a buyer and 
the seller under expropriations are entirely in two 
different categories. 

I think in partically all cases a man who 
is going to be expropriated would expect more than the 
prudent buyer would be willing to pay because there are 
other factors that enter into expropriation aside from 
market value of the land. In other words in expropriation, 


the man is faced with the time and financial element 
of relocation which he expects to have included in the 
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value of the property expropriated from him. It would 
seem to me that these two men, the buyer and the seller, 
vhen you are considering the seller as being one whose 
property is expropriated, aréonot oncthecsame basis:.at 
abkii: 

MR. McFARLANE: I would be inclined to agree 
with you, sir. I think the principle point is the fact 
that in most cases of estates the sale takes ‘place 
under more or less forced sale conditions and the fair 
market testuis not a fair test with respect to an 
estate because it is not a person who has plenty of 
time to look for a buyer. They are looking for caBh 
to pay succession duties or beneficiaries who want their 
money with a minimum of delay and thisformdsale aspect 
g¢'the transaction: should be considered 3 the fair 
market value test is not the rule in the case of an 
estate. Legislation inthe United States and the 
United Kingdom has taken this into account by providing 
alternative dates. 

I would be inclined to agree with you with 


respect to thengrrow point of expropriation, sir, as 


MR. LANGER: Mr. Chairman, I have to agree 
I don't think there is any connection between Expropriatian 
Acts which are véry many and different gucf and the 
estate valuation. I am afraid I cannot agree that the 
man who is: being expropriated expects and does get 
any more than the purchaser on the open market will 
pay. 


COMMISSIONER WALLS: Let me caution you: I 
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1] gidn't say he got more. I said he expected more, 

é MR, LANGER: Yes, he does. However I 

3] don't think in connection with our submission on: 

4| valuation for estate purposes that there is much 

5 comparison with valuations under the different exprop- 
6] riations. I have to agree on that point entirely. 

7 COMMISSIONER PERRY: TI fiotice:you also 

8 bring up the point of differences of valtiation between 
9| the Federal and Provincialdeath tax authorities. Are 

10! these encountered even with real property where one 

11] would think that the question wasntt as obscure as, 

12] for example, shares of closely held private companies. 
13 MR. KATZ: I would like to reply to that. 
14] T have just had a recent experience, just this year 

1S} in dealing with the Department. I had to agree that 
16/ the same piece of property in one case was worth a 

17 considerably different amount with the Ontario Govern- 
18) ment than with the Canadian Government which seems to 
be rather unfair. It would seem to us there should 

be some co-ordination between the two. Property valve 
theoretically can only have one value, and for the'real 
eatate man who knows his business to have to agree with 
two Government officials that it has two different 


values goes against the grain and it seems unfair. 
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Is either one of these values right in your 
view? 

MR. KATZ: The lower one. 

THE CHAIRMAN: Close your case. Surely there 
is not any good answer to that, so long as there are 
two authorities assessing the same kind of taxjcI:, 
wouldn't have thought. Valuation can only be a matter 
of opinion, I guess. 

MR. KATZ: Well we call it the informed guess. 
However, there should be some coordination between -- 

I understand there is, as a matter of fact in some 

of the western Provinces where they agree among 
themselves with the assessor in the Province and the 
Canadian Government. They work out an assessment that 
to them represents the estate. It is not the 

situation in Ontario. Sometimes for very expedient 
reasons, where you want to wind up the estate, you 
perhaps must make some sort of compromise which, in some 
cases, is unfair. 

COMMISSIONER WALLS: Another thing we have 
heard in different places is the fact that when a 
property is assessed, thab in too many cases it is 
based on the sales valuation of like properties in 
like areas, rather than the use to which the property 
has been put and will be put.:vo. Now we haven't had 
any accurate information on that. We have had cases 
quoted where you have had some temporary condition 
that has boosted up the price; for that type of land 
in the area, which really does not reflect the economic 


value of that land either for rental or for occupation 
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or, in the case of a farm, to be worked as a farm. 
Have you any cases to quote where the vvaivation has 
been set too high, based on selling prices within the 
area concerned? 

MR. McFARLANE: I think that this is basically 
one of our complaints, that departmental appraisers 
think in terms of © market value as indicated by 
comparables, whereas that the succession duty appraisal 
should not be a market value appraisal. 1 think, No. 
1, it should be the price that is estimated that the 
property will sell for quickly and for cash whereas, 
the market procedure vos. often involves long term 
financing and long term financing will produce a higher 
price but the estate is being judged on this basis: 
they wantvutoudispose of it and dispose quickly and need 
cash for another purpose, so that it is not a true 
comparable. This is one of the continual arguments 
you have with departmental assessors. 

There are other aspects of it, where you have 
maybe four owners owning a particular property, or 
a number of properties and one person dies. Now his 
interest is not a truly marketable interest, as far 
as market value is concerned because Tor you, may not 
have the slightest interest in buying in and joining 
in ownership with these other three owners and I think 
in such cases we feel there should be perhaps actually 
a laid down price which would permit a lower value for 
such interest. 

These are the aspects I think where estates 


are penalized. 
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THE CHAIRMAN: Do you suggest that the word 
"market" be scratched? 

MR. McFARLANE: Indeed. Indeed. This is very 
basic to the problem. Bert used the phrase "it has 
only one value". What he means is one value for a 
purpose. There are a number of types of values and 
certainly su¢cession duty appraisal is a type of value 
for a specific purpose and I suggest it is quite 
different to mazret valte. It is quite different to 
expropriation value and different to insurance value, 
mortgage Walue and there are a number of types of 
value and estate purposes shatid’bba specific type. 

MR. KATZ: I wonder if I might just quote 
from the textbook: that appraisers use. It is a very 
short definition sir for market value. It is referred 
to as the price at which a willing seller would sell and 
a willing buyer would buy, neither being under abnormal 
pressure, 

In the case of the estate, you can see that 
those conditions cannot possibly be carried out. There 
is no one who is the willing seller, and abnormal 
pressure is one thing that very often accompanies this 
situation. 

COMMISSIONER WALLS: One of the cases we 
have heard is the case whereby in areas that are 
becoming very rapidly urbanized where a farmer dies and 
his family wishes to continue farming but all the 
surrounding area has been taken up as subdivision so 
the recent sales are based on the price of that land 


for subdivision. 
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Now should that family be, in fairness, 
assessed at a subdivision price or at the price based 
on the purpose for which the land is going to be used, 
and has been used? Have you run into cases like that? 
MR. QUAIN: The brief makes a recommendation 
of taking the annual value of the property. But whether 
that would cover that particular situation or not --- 
COMMISSIONER WALLS: You see, it does not 
cover the interpretation that is given by the assessor 
because which buyer are you dealing with? Are you 
dealing with the buyer for farm land or a buyer for 
subdivision land? 
MR. QUAIN: Item No. 60 on page 44 sir. This 
makes a recommendation in that respect, the rate to 
be given to the income producing quality of the property 
being appraised. Perhaps it is not right in line 
with what you are suggesting, income producing quality. 
You might say that this farm should not be used as a 
farm, it should be used as subdivision. Once again, 
it is a vacant piece of land -- perhaps you cannot say 
his best. use is subdivision. You are really saying the 
owner should go out and sperid a lot of money getting 
a Subdivision plan and putting up houses, and so on, 
so I think income producing quality, vacant piece of 
land might well just be a farm, or rented to a farmer. 
COMMISSIONER WALLS: Thank you. 
THE CHAIRMAN: What do you recommend as a 
Suitable substitution for the term "fair market value"? 
MR. QUAIN: Some definition that would take 


into account the forced sale aspect of it, Mr.Carter. 
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COMMISSIONER PERRY: I wonder if it would be 
fair to anticipate paragraph 65 and ask whether if 
there were an alternative valuation date, you would 
think that there should be any change in the basis 
of the valuation, because this does reliéve time and 
pressure, 

MR. QUAIN: Yes. I think the principal 
recommendation of the brief is that there should be 
Some alleviation made of the harshness of the fair market 
value test under circumstances which really amount to 
a forced sale, or which are close to forced sales. 

Mr. McFarlane suggested a quick sale for cash. 

MR. McFARLANE: A quick sale for cash strikes 
mé as an overall definition under which you could work, 
but there are the more complicated cases that will 
fall in under that definition, that there should be 
a particular allowance made for. Now, for example, on 
the question of three or four people owning the same 
property, you can convince the government assessor 
that the property should be depreciated, but there is 
nothing to indicate how much. If they say five per 
cent and won't go any further, you are stuck with five 
per cent and the effect of this might be as much as 
30 or 40 per cent in some cases. 

MR. QUAIN: I believe Mr. Langer has a case 
involving this same point, or he knows of a case of a 
large tract of land where parcels have been sold out 
of it over a period of time, and he has sought the 
opinion of the Department, the estate tax authorities 


and they have told him they would value this whole 
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block on the basis of these individual sales. 

In other words, what they are saying is that 
we do not expect your heirs to sell this as a block. 

We expect them to take their time and sell it over a 
period of time and in little chunks, the way you have 
been doing it over a great period of time and if this 
estate is pressed for cash, it could create quite a 
problem, 

THE CHAIRMAN: You were thinking in terms of 
some such expression, I assume, as no realizable value. 
under the existing circumstances? 

MR. QUAIN: Yes. 

THE CHAIRMAN: I suspect there is a lot of 
law based upon fair market value which would be scrapped 
under these circumstances but I gather you. think it 
ought to be scrapped anyway. 

MR. McFARLANE: Now Mr. Chairman the assessor, 
we can be proud of our Civil Servants in this respect, 
that they are doing such a fine job, they are buying 
an information service which is keeping them right up 
to date on market data. They are as well equipped with 
it as we are, but our argument is it should not be 
used in many cases. I believe the assessor in Ottawa 
gets literally every transaction that takes place in 
the city of Ottawa. 

THE CHAIRMAN: Would you have a firm recommend™ 
ation as to the amendment necessary for the law? 

MR. QUAIN: No Mr. Chairman, I don't think so, 
not the éxact wording of it we would not have. It 


would be quite a difficult drafting problem. 
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THE CHAIRMAN: The alternative date for 
valuation. We have heard quite a bit on this subject 
and there have been a number of different suggestions 
made to us as to what that alternative date should be. 
Most people would like it put forward so it would not 
interfere with the expedient administration of estates. 
Some have suggested six months. 

Have you given any thought to what the 
alternative dates should be? 

MR. QUAIN: Great Britain, I think, have one 
year or three years, item No. 66 on page 47. 

COMMISSIONER PERRY: That just applies to 
shares. 

MR. QUAIN: There is a clerical error there 
I think in the fourth line. At least I think it should 
be "falling". I would like to point out the Act 
reads falling and to have it make sense I think it has 
to be falling because over on the next page they speak 
of the value as ascertained under the said section 
55 in paragraph C at the bottom of it. That is true, 
that is only limited to shares and debentures. 

COMMISSIONER PERRY: May I come back to my 
earlier question then as to what modification of 
market value you would think would be desirable with 
an alternative date of evaluation? Would you argue 
that even within the six month period there could be 
a forced sale for cash? 

MR. McFARLANE: Yes. 

COMMISSIONER PERRY: It would not be quite 


as forced as if the six months were not available, but 
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it is conceivable that there sbiikldicould be a forced 
sale. 

MR. McFARLANE: It is very conceivable I 
would submit, because your dead person just is not in 
the same peition as a man able to participate in the 
financing andoother factors surrounding the estate. 

MR. KATZ: Particularly the tax that hangs 
over the estate that is not present when the man sells 
it himself during his lifetime. 

MR. QUAIN: Another difficulty sir with the 
present situation is market value at the date of death. 
if there is one date that should not be chosen, it 
really is the date of death because that is one date 
that the property is not going to be sold on. It never 
does, in fact, get sold on the date of death. 
Preliminaries have to be attended to, such as obtaining 
releases. 

THE CHAIRMAN: If there were an alternative 
which would be the entire assets valued at the date of 
death, or the entire assets valued at the alternative 
date, I would assume. 

MR. QUAIN: Yes. One year might be -- I 
don't know about the average actual length of time it 
does take to sell a piece of property after the person 
dies. It depends on the complexity of the estate. 

The more complex it is, the longer if is apt to take 
but I would think one year might be an average. 

COMMISSIONER PERRY: This would work both 
ways in the case of an actual sale following death. 


It's the price of the sale, rather than the date of 
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death, You can't always just take the lower of the 
two, as I understand it. 

THE CHAIRMAN: That brings us up to page 51, 
I think, having completed the section dealing with 
property valuation. Encouraging non-residents to 
invest in Canada. As I read this, I found certain 
reverse action, Tuthinkobut you do suggest somewhere 
that the existing law encourages non residents in an 
investment as opposed to resident investment. I was 
very much interested in your suggestion that there is 
much evidence to indicate that non resident groups 
use théir majority position to prevent Canadian based 
business from competing with foreign markets. 

We just had two groups, I think, before us 
who stated that that was not the case. Foreign 
controlled companies have been competing vigorously in 
foreign markets and in fact that the foreign ownership 
frequently assisted them in their sales abroad because 
of international sales organizations. I would be 
much interested in your evidence. There have been one 
or two very prominent transactdons which have occurred 
where Canaddan policy was to permit sales of products 
to certain foreign countries, and that other countries 
did not agree with that policy and they instructed 
their Canadian subsidiartes not bo pursue it but other: 
than those few publicized items, is there any further 
evidence that you have got? 

MR. QUAIN: I did hear of one case of a chain 
Saw company. This was pure hearsay, but this particular 


@mpany started to sell abroad their chain saws which 
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were made in Canada and they were apparently making 
them better than the United States. This was United 
States controlled company but the parent company just 
said stay out of foreign markets. At least they just 
resolved it by a resolution of the Board of Directors, 
since there were a majority in control on the Board 
of Directors and they said stay out of the foreign 


market. 
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+ That is the only case that I have 


heard of mgt kind of experience. From the point of viewl of 
economic intertstof the parent, I would think it might 
work out in practice that way, that dueing. the develop- 
ment of their’ erganization they may have already set 
up a sales organization, the parent company may have 
already set up an organization in various countries 

and it might not want duplication of effort my a wholly 
owned subsidiary or duplicate subsidiary in Canada. 


THE CHAIRMAN: That might well be the case. On 


throughout the world with international sales 
organizations which wewld encourage sale of all the 
products of all the companies to other ceuntries,cepending < 
Which was economically more suitable, I think that 
would get international business. What I was curious 
about was evidence, if you had any evidence. While I 
had heard the reference there was not too much evidence, 
we haven't really seen very much. 

MR. QUAIN: Yes. 

THE CHAIRMAN: Now then, the next paragraph 
which I am looking at here, paragraph 76, I observe that 
you state "the tax imposed on property of the deceased 
has been an important factor in encouraging and 
hastening. the transfer of ownership and control of 
Canadian businesses to non resident persons". Again, 
have you got any evidence to support that? We would certdinly 
like somé because we have been most curious as 
to whether this is supported. 


MR. QUAIN: What page is this? 
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1 THE CHAIRMAN: Page 54, paragraphs 76 and 77. 
2 "There seems to be considerable evidence to indicate 
3 that estate taxes and succession duties have in many 


4 instances been important factors in the sale to non-residents 


5 of controlling shares in a Canadian corporation". 
6 We haven't been able to find considerable evidence. 
7 We have asked and we keep on asking. If you have 


8 considerable evidence in this respect, let us have it. 


9 MR. QUAIN: I don't have considerable 

10 evidence. I don't have any evidence. Perhaps some 

11 of the other members have. 

12 MR, McFARLANE: I wonder, and I am just 

13 thinking out loud, I wonder if this might not have been 
14 a consideration when Canadian -- was it Canadian 

15 Petroleum changed hands? 

16 THE CHAIRMAN: Canadian Oil. 

VW MR. MecFARLANE: Canadian O11 changed hands 
18 recently. I am just starting to guess, might not the 
19 majority owner of the firm havirglooked to the future 
20 and realizing the estate taxes that he was going to be 
21 confronted with and he couldn't hope to meet thought with 
22 out disposing of a large portion of his interest and 
23 if he did so at the time or after death, he is in the 
24 position of a forced vendor, so he said to himself now 
25 is the time to do it and I hav solved my problem as 

26 to future succession duties. 

27 THE CHAIRMAN: There are other tax reasons 

28 that got a great deal more prominence than what you 

29 are putting forward. Maybe you are right, I don't 


30 know. That wasn't the generally accepted tax reason 
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that one heard about. I cannot remember whether it 

was public or not so I am not going to say what it was. 
COMMISSIONER PERRY:It is a fairly careful 

statement. It just says it is an important factor, 

I don't think one could disagree with that, normally 

it is an important factor. Some businesses have implied 

it is the only factor which means that people who have 

been offered perhaps twice what they would ever have 

hoped to get for their business are only selling it 

because they are worried about the estate taxes. 

THE CHAIRMAN: This goes on to say "to non 
residents", "the sale to non residents". 

COMMISSIONER PERRY: The inference in that is 
that only non residents will . offer. twice what the 
business is worth. 

THE CHAIRMAN: I think so. 

MR. QUAIN: There is a big market -- if you 
are looking for a purchaser of a valuable enterprise 
you would certainly go down there, if you were trying 
to get the best value, I think, as well as in Canada. 

THE CHAIRMAN: I am looking at'page 56 at the 
moment. I see at the bottom of paragraph 29 that you 
believe there should be a more flexible rule applicable 
to the time within which after the death of an estate 
owner, estate and succession duties are required to 
be paid". I don't think I see a formal recommendation 
in respect to that. Am I incorrect? Your recommendatio 
is that the procedure should be more flexible? 

MR. QUAIN: Yes. 


THE CHAIRMAN: I think there is now a provision 
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for deferred payments where there is distress; am I 
not correct? 

MR. QUAIN: I don't know, Mr. Chairman. 

THE CHAIRMAN: Moving on to "How Canada 
taxes non residents", it is suggested that in some 
respects our laws favour non residents against 
Canadians. I have often thought there are two rather 
important matters favouring Canadians, and I don't 
think they are noted here, that is the business, 
despite what you say, of capital gains tax tn Canada 
and the dividend credit. 

COMMISSIONER WALLS: In paragraph 93 on page 
62 you say in part "Where control of property is 
vested in a non resident person or group of non resident 
persons, the withdrawing from Canada of profits earned 
by such a property might be discouraged by increasing 
the withholding tax on such withdrawals." Was this 
perchance put into the brief before the new budget? 

MR. QUAIN: Yes, sir, it was. 

COMMISSIONER WALLS: Resolution 6 and 7 would 
appear to take care of that. 

MR. QUAIN: To some extent, sir, the 25 per 
cent vis~a-vis the 51> per, cent. 

THE CHAIRMAN: Then you support the action 
that was taken in ithat respect? 

MR. QUAIN: Yes, Mr. Chairman, except that 
perhaps it might have gone a little further. We had a 
discussion last night and some of the members felt 
perhaps there shouldn't have been any penalty at all 


provided, that there only be encouragement and the 
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benefits to Canada would have been more than made up 
for by the lack of retalliation by the Americans. 

Their equalization bill is still sitting there. If we 
take no steps against Americans:possibly the people 

who favoured the view Canada should not be hurt by 
whatever they do will be in a much stronger position 

to say all Canada is doing here is helping us. 

COMMISSIONER WALLS: The trouble there is 
you would encourage so many individuals they would go 
over the 51 per cent and they would all pay higher 
taxes anyway. 

MR. QUAIN: There would have to be some 
method of warning. 

THE CHAIRMAN: Any further questions? 

COMMISSIONER WALLS: No. 

THE CHAIRMAN: Thank you very much. We have 
no further questions. We thank you for this help in 
this submission and in your answers today. It has been 
very interesting to us and we will certainly fully 
consider what you have put before us. 

MR. MELTON: Thank you very much, Mr. Chairman . 
If we can be of some further help in clarifying any 
points we would be glad to do so. 

THE CHAIRMAN: Mr. Secretary, what is next? 

[THE SECRETARY: Mr. Chairman, the next 
submission is being presented by the National Council 
of the Baking Industry. Mr. Arthur May, Executive 
Director of the Council is here to speak to the brief 
and associated with him is Mr. P.K. Large who is 


Managing Director of the National Council of the Baking 
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1] Industry. I would like to enter this brief into the 


2] record as Exhibit 250. 


3 

4| ---EXHIBIT NO, 250: Submission of the 
National Baking 

5 Council. 

6 

7 SUBMISSION OF 

8 2 THE NATIONAL BAKING COUNCIL 

9| Appearances: Mr. Arthur May 

10 Mr. P.K. Large 

11 

12 THE CHAIRMAN: Thank you, Mr. secretary. 

13|| Good morning Mr. May and Mr, Large. We are glad to 


14] see you. We have reviewed what you have put before us 
15] and there is no need to read it. We will have a few 
16 questions to ask you. Before doing so is there anything 
17 that you would like to say to us? You described your 
18) organization I think to some extent, but you might like 
19} to amplify that. Anything you would care to say we 
20} would be glad to hear. 
21 MR. MAY: Thank you, Mr.Chairman. You have 
22| reviewed the brief and “¢ are aware that it deals with 
2 23lone specific Section of the Excise Tax Act,and particularly 
24with re-usable and returnable coverings ‘from ithe: 
25 ‘past/ito ithe point nas cit inow creads, particularly - 
26 |with respect to shipping containers for bread, all of 
27 which are reusable. I brought along a memorandum, This 
memorandum deals with the sequence of events in the 


29 change of the wording to the present Worcs IG 


30 Summarizes the sequence of events that brought abait the 
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final wording of the "usual coverings’ or"usual containers" 
exemption and the changing amendments as they went 
before Parliament. It pretty well sums up our case. 
It is not very long. Perhaps I could read this? 
THE CHAIRMAN: By all means. 
MR, MAY: Memorandum: Changes in the 
wording of the "Usual Coverings" Sales Tax Exemption - 
introduced in the Budget March 31st, 1960 - and approved 
by Parliament - June 14th, 1960. 
A revision of the wording of the "Coverings 
and Containers" Excise Tax Act exemption was announced 
by the Minister of Finance in his Budget Address of 
March 31st, 1960. 
A revised wording was included in the 
Resolutions appended to the Budget. This read: 
12. That the exemption from sales tax 
for, "Usual coverings to be used exclusively 
"for covering goods not subject to the 
"consumption or sales tax and materials 
"to be used exclusively in the manufacture of 
"such coverings" be changed to read: 
"Usual coverings or containers to be 
"used ex¢lusively for covering or containing 
"goods not subject to the consumption 
"or sales tax, and to be delivered and sold 
"with the goods, and materials to be used 
"exclusively in the manufacture of such 
"coverings or containers." 
The underlined represent the only changes 


in the wording from how it read previously. It took 
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cognizance of the Decidon of the Tariff Board in Appeal 
No. 496 - which implied that the exemption might reason- 
ably be interpreted to apply 

"to those coverings, wrappings or packages 

"in which goods are packed or contained, 

"inter alia, for convenience of handling, 

"for protection during transportation, or in 

"which they are made available for sale." 

This was acheived by changing the former 
words "coverings" and "for covering" now to read 
"coverings and containers" and "for covering and 
containing". 

But- in introducing the phrase "and to be 
delivered and sold:.with the goods" - the revised word- 
ing excluded from the exemption all coverings or contain- 
ers which were re-usable. 

Obviously, there were second thoughts about 
limiting the exemption to exclude all re-usable containerg. 
When the Budget Resolution came before Parliament 
for the first reading on June 6th, 1960 - it still read 
as it had in the original Budget. 

When it came up for second reading on June 
8th, 1960, the Resolution read: 

12. That the exemption from sales tax for, 

"Usual coverings ... ." be changed to 

provide an exemption for 

"(a) usual coverings or usual containers 

"to be used ex@lusively for covering or 

‘containing goodsnot subject to the consumpti 


"or sales tax but not including coverings or 
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"containers designed for dispensing goods 

"for sale or designed for repeated use other 

"than 

"(a) barrels, boxes, baskets, crates and 

"pags for packaging fruits and vegetables, 

"(b) boxes and crates for eggs, 

"(c) butter and cheese boxes, 

"(d) cans and insulated bags for ice cream, 

"(e) corrugated paper boxes for bread, 

"(f) flour bags, 

"(g) milk and cream bottles, milk and cream 

"cans; and materials to be used exclusively i 

"the manufacture of the foregoing coverings 

"and containers not subject to consumption 

"or sales tax." 

This was the wording finally approved by 
Parliament. 

The original revision - which would have made 
all retusable containers taxable - went by the board - 
and an anomalous and discriminatory specified list of 
re-usable containers continued to be tax exempt, One 
of the discriminations contained in the specified 
list is that re-usable containers for most essential foods 
continued tax exempt but - for the baking industry - 
only the corrugated box was so treated. The baking 
industry had long ceased to make use of the corrugated 
paper box for bread except in a most limited way. 

The final result, therefore, was to deny 
tax exemption for probably ninety per cent of all 


containers used in Canada to ship bread. 
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This is the crux of our whole case. 

THE CHAIRMAN: Thank you. Only the exemption 
that applies to the corrugated paper boxing applies 
as far as your industry is concérned. 

MR. MAY: Only re-usdble. For most industries 
the corrugated box is not a re-usable container. It 
is a disposable container. Because bread is bulky and 


low in cost we haven't been able to find a disposable 


9| usable shipping container for bread. In contrast to the 
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30 


fact that the tax exempt shipping container for bread 
applies only to the corrugated box which we no longer 
use you might look at (a) of thes revised exemptions 
which deal with "barrels, boxes, baskets, crates and 
bags for packaging fruits and vegetables". You will 
note in this case they have all possible containers 
and haven't been limited in one of these containers to 
any specific material, 

When you move to bread which I believe is 
an equally essential food as fruits and vegetables they 
Single out only a single type of container, but it 
do it.toia,e@inghke type of product, 

THE CHAIRMAN: I think I know why a large 
group of foods are exempt from taxes. I am not too 
sure I understand why the returnable containers in which 
these foods are carried should be exempt from tax. Is 
it because they are used in production such as machinery 
or it is because they are so closely associated with 
the food that they should take the same character as 
food? 


MR. MAY: No. When the bread is baked the 
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baker has to get the bread from the bake shop, shipping 
room, into the store or into the point of distribution. 
He doesn't use a ome-use container. He uses one of the 
re-usable containers and the bread is taken put. and it is 
brought back and it is continually used. With respect 
to most foods today they use corrugated boxes as 
shipping contairers. It is used only once. With 
respect to bread it is toocexpensive., It would work 
out at, if you use a corrugated shipping container 

only once, at two or three cents a loaf. There isn't 
that amount of spread for that kind of shipping cost. 

It is a question of the nature of the food. 
Bread is shipped daily, shipped usually on the bakers! 
own trucks and it can be shipped in re-usable containers 
more cheaply and more satisfactorily than in once 
used containers, 

THE CHAIRMAN: What you say makes pretty 
good sense. We should not draw a line between tte once 
used and the continually used. What I am concerned 
about is should we go in exactly the opposite direction 
and recommend that all containers should be taxable. 

We are looking for more goods to tax, not less. 

MR. MAY: We are talking about essential 
foods and I think that nearly every type of ‘Government 
that introduced a sales tax has exempted, usually 
exempted foods. Our Government does the same thing. 
The exemption. would be only following the foods, it 
would exempt all the packaging in which the foods are 
shipped. 


COMMISSIONER WALLS: Are we not getting to a 
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case today where in dealing with tax-free containers, tha 
these containers are going to the extreme where they 

are denying the sale of like: taxable items. In other 
words the container that is customarily used by man- 
ufacturers for containing products -- I saw the other 

day that one of the big coffee manufacturers is now 
putting his coffee in a carafe instead of in the tins 


as he was doing previously. You see it in regard to 


salt and pepper shakers. You used to DUyRO Santon, eior ies 


these condimentspinjaccartone Now theyijoy thoy : 
vVe,youra shaker that can be used on the table. In each 


of these cases these containers are now getting to the 


13 point where they are replacing taxable items that would 
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otherwise be baugat.: I think if this continues it could 
very well cause the Government to give serious consider- 


ation to the taxation oft contaimers. 
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MR. MAY: Well I think, if I may comment 
sir, the criteria here is usual container. I am quite 
content, in my own mind, that the Department do not 
regard that carafe: as a usual container and a tax 
has indeed been paid on the carafe. I think that 
carafe is considered to be more in the nature of an 
unusual container but when you come to a simple 
shipping box to move bread from a bakeryto a store, 
we are not in the area of unusual containers. We are 
in the area of containers that are extremely well 
used for moving simple and staple food. 

COMMISSIONER WALLS: I think you had a much 
better case before the Government started to tax 
apparatus and machinery of production because many of 
these containers that you use for bread are used for 
the handling of the product within your plant and for 
the delivery of the product, and it is going to be 
increasingly difficult now to draw a line between that 
and other apparatus that is used inproduetion, and so 
your position is getting a little . toughér, even to 
get it on cardboard boxes, I would think, 

MR. MAY: It is pretty obvious from this 
brief that there has been quite a bit of discussion 
between myself and the Department over a period of 
fourteen years on this matter ‘Of containers that 
come into use -eat the end of the production: 3c: on 
process. These containers do not come into use until 
the bread has been made and wrapped and have never 
been regarded as preduction ‘apparatus for sales tax 


purposes, 
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1 COMMISSIONER WALLS: I wonder if that is 

2| entirely correct? I would just like to go back to a 

3 little of the history of it that is perhaps not covered 

4| in your brief. There was a sales tax bulletin that 

5] was issued on October 30th of 1945 which has been 

6| revised and is still in force which readgs"It was ruled 

7| that the following items cannot be interpreted as 

8| tax free apparatus or machinery of produttion and 

9 would, therefore, be specifically taxable "and the items 

10 listed were wooden shipping boxes, plywood boxes, 

11/ hampers or trays if used for shipping or delivering 

12| purposes. Then following up ‘thati!was ‘the exemption that 

13 you mentioned where there were six classes of items 

14| that they changed their mind about. In your case you 

15| @t exemption for cardboard cartons -=« 

16 MR. MAY: And a lot of others, incidentally. 

17 COMMISSIONER WALLS: Just a second now. It 

18| seems to me, first of all, that perhaps the Government 

19/ must have had that recommendation of cardboard cartons 

20 from somebody in your industry, who wasapparently not 

So alert as the fruit and vegetable industry whose exemptiion 

ers every conceivable form of container that they now use or 
could use in the future and that would show that 
perhaps the fault lay at that time in your not 
enlarging of just exactly what you wanted. Would you 
care to tell us something about that? 

MR. MAY: Yes. At various times we have 
received from the -- shoe caweat to this bulletin, that 
you have quoted, which I think you quoted as being 
1946, 


COMMISSIONER WALLS: October 30th, 1945. 
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MR. MAY: 1945. Subsequent to that we 
received specific formal written rulings from the 
Department that shipping containers for bread, made of 
solid fibre board and known as tote boxes, as my 
brief said, we received a specific ruling that wooden 
boxes used to ship bread were tax exempt. We received 
a specific ruling that corrugated paper boxes whether 
used or re-used were tax exempt. We received a 
gmecific ruling that metal delivery boxes or trays 
were tax exempt and it was when the Department reversed 
the ruling on the metal delivery trays that I took it 
to the Tariff Board. Now it was not a case of <= when 
the Parliament got through with it and Parliament did 
start to make this distinction, Mr. Chairman, that you 
made that all reusable containers should be taxed, but 
they were pulled up short from the outcry from the 
vegetable industry, the dairy industry. This would 
have made milk bottles subject to tax, and then in 
the ensuing discussion that went on, I couldn't get 
any further with the Department than the exemption on 
a box that the baking industry no longer used and bread 
is one of the very few fields in which the delivery 
box is subject to any kind of a tax. 

COMMISSIONER WALLS: I will agree with you 
that if they exempted one type of delivery box, and 
that type has now become obsolete, I think you have a 
good case for getting tax free the more modern implement 
or covering, or whatever you wish to call it. I am 
just wondering if these new plastic ones that you 


mentioned, and wooden and metal ones, if there is any 
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chance that they could be used for some other purpose? 

MR. MAY: If they could, and were, then they 
would iio. be eligible for tax. The products I am 
talking about are not. I am talking about the product 
that the bread is put into when it is through the 
baking process and through the wrapping process and 
taken from the bakery to some place else and then 
brought back and continually reused for that same 
function: just to deliver bread. 

COMMISSIONER WALLS: Is it not a fact that 
the retail stores sometimes use them for displaying 
bread? 


MR. MAY: Yes. 


COMMISSIONER WALIS: And display cases pf Vo 
“. are taxable. I think that is one of the troubles 
you are running into. You have now got a product that 
would be both taxable and non taxable. 

MR. MAY: Let me qualify the answer to your 
question as to what type of apparatus or box is used 
within a retail bakery. These are invariably taxed, 
and they are deemed to be the implewents of merchandise 
within the bakery but; when you come to the large bakery, 
and I am not talking about the type of metal tray for 
merchandise and sale in a retail bakery, but the trays 
moved from the bakery where itiis going to be sold 
outside the bakery. 

COMMISSIONER WALLS: Over ibhow hongvdoperiod, an 
how close a check do you have that your accounts return 
these? 


MR. MAY: They are fairly extensive, The 
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corrugated box does not come back very often. In those 
few cases where it is still used, I agree the loss is 
30 and 40 per cent, but when we get into this modern 
type of delivery box and tray, the cost could be and 

is several dollars, I think the practice is to leave 
them stacked in the gwocery store at the back and the 
driver is expected and is required to account for ra b 
metal trays taken out to see that he gets an equal 
number back. This is a close check, I believe. 

THE CHAIRMAN: I don't think we have any more 
questions to put to you. Thank you very much indeed 
Mr. May. We will continue to look at this, we can 
assure you and if we agree with you, we will make a 
recommendation. If we don't agree, we probably will 
too. We are very grateful to you for this submission. 
Thank you very much. 

MR. MAY: Thank you Mrs Chairman. 

THE SECRETARY: Mr. Chairman, I have two briefs 
to enter into the record. One from Hickman Tie Hardware 
Company Limited of Victoria, B.C. which will be 
Exhibit 251, and one from Mr. John A. Oates of Kitchener, 
Ontario which will be Exhibit 252. 

~~-EXHIBIT NO, 251: Brief from Hickman Tie 

Hardware Company Limited 

of Victoria, B.C. 
~—~EXHIBIT NO. 252: Brief from John A, 

Ccéates of Kitchener, Ont. 

THE SECRETARY: That is all until tomorrow 
morning. 

THE CHAIRMAN: We will stand over until 9:30 


tomorrow morning. 
DJOURNMENT 


rigbar ehd> eonk Gay dw cet dud eines: Yeq ob bride ' 
+ few of Bivon socn ome were ne orien ee 4 
Apel oo sh sabtouty em aqf43: 2 aa Lbed Leo ve ae, 
ofd bas veod att @2 wrote CRORy, ote sb beatense wet 
| ‘fe wel Nryooes of Soe lapit Be at bes bosowane at tevisd 
trevor ce eter at dad ogg od gee nosed wear? Ladin 
vovelled T ginerio agate ee ahat Aead sedan in 
arin oped syart’ teh eet Hoh 2 s tanesceaae mer + 


ba abrat Sota Vis? say Yaw iT e0OE ov vuq ov. anqkteanp 


| ot anat apt cocge 7 dhe hw ee Saaete woaso 0% 
| 
} 


\ 


noo ow ,atdy Ue Sie oe areas al ttle ov . TaN oom 
ep colts Othe ot wet eel aes or %2 batts voy ore. 
iw. -pidadong ey ikea b\yot su TE sitebtabnommeaet 


dim ate sot peg od Le ietarg Yaer' ous sw 6.908 


deme yer ‘oy cena. 
chor, coat ott aie? vTAN’ 9M 
io etd 2 ct ea 1eme -aNeMMR aaAT  = 


ny pepeitnuhls ciby"Paa@) .Begoet 00% oval sedne og 
od fLfw dont sage Geteeton? te bevtatet eitaqmod \9 
IR to sete? Aa «ti mer> 6ao He £28 deodbdiet 


ROS Shdteie ed Citw, dokda okmetno 


erdvtl were Lecest (£25 «08 DERE 
vias axswiraal . 
DD ,wttadery Teo 


A Ade mgict Sete, | <28g8., 0" SSR 
suydetit to eeeRo) 


| vowtedtes Letnw Lis ah tenth <2RA TA e ae 


| sapenen 
| ; 
) ij ‘lems save beet, Lite ov -WAMAIAMS 2 
| polis wertionios 
~ RPS eT) CULT Bw ee 


ROYAL COMMISSION 


ON 


TAXATION 


HEARINGS 
HELO AT 
OTTAWA 
ONT. 
VOLUME No: DATE: 
69 NOV 8 1963 


OFFICIAL REPORTERS 
ANGUS. STONEHOUSE @ CO) LED. 
BOARD OF TRADE BLDG, 

44 ADELAIDE ST. 4. 
FORGNTO 


$64~-5865 S47 SBS 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


THE ROYAL COMMISSION ON TAXATION 
Hearing held in the Centre Court 
Room, Exchequer Court of Canada, 
Supreme Court Building, Welling- 


ton Street, Ottawa, on Friday, 
the 8th day of November, 1963. 


SOMMISSION: 
MR. KENNETH LeM. CARTER -- Chairman 
MR. J. HARVEY PERRY 
MR, A. EMILE BEAUVAIS 
MR. DONALD G. GRANT 
MRS. S.M. MILNE 


MR. CHARLES WALLS 


LEGAL ADVISER: 


MR. J.L, STEWART, Q.C. 


RESEARCH DIRECTOR: 


PROF, D,G..HARTLE 


SECRETARY : 


MR. GL. BENNETT 


iat ap eat Sook! Bey 


a Sa DS 
® Ci - ‘a \ ® F 
: : i 
: " J 
\ Y , P 
eb 
a ; 


wie, 3 RA A Ae 


ices. hD 
+f y =f x 
og e+ : é 
a . AY 
*d i a ’ 
4 . 
' 


No, 


253 


254 


255 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 


INDEX TO EXHIBITS 
Description 


Submission of the International 
Business Machines Company Limited 


Submission of the British 
American Oil Company Limited 


Submission of Mr. Francis 
Lorenzen 


KEKKEKKEKKKEK 


Page 


5130 


5145 


becU 


en ee een 


bediald yisquod eseaidosi gacnieud 


Astsisd ont Yo mobaatmdua 
bovlwtd yasquod LLO msoiiemé 


etonett <M Io wot catmdue 
sennotol 


SSSERS HHT TER 


ANGUS, STONEHOUSE & CO. LTD. Ottawa, Ontario 
TORONTO, ONTARIO Friday 5130 
November 8th, 1963 


---ON COMMENCING AT 9:30 A.M, 


THE CHAIRMAN: Our visitors are now ready. 
I think we can start. 

THE SECRETARY: Thank you Mr. Chairman, 
Commissioners. This morning the first brief is being 
presented by the International Business Machines Company 
Limited. Mr. J,E. Brent, President of the company and 
Mr. R.H..Thomas, Treasurer, aré here..befope. you. ....Mr. 
Brent wishes to speak to the brief which I now enter 


into the record as Exhibit 253. 


-~~-EXHIBIT NO, 2533, Submission of the 
International Business 
Machines Company 
Limited. 
SUBMISSION OF 
THE INTERNATIONAL BUSINESS MACHINES COMPANY 
LIMITED 


Appearances: Mr. J.E, Brent 


Mr. R.H. Thomas 


THE CHAIRMAN: Thank you Mr. Secretary. 
Good morning Mr. Brent, Mr. Thomas. Did I get the name 
eorrectly? 

MR, THOMAS: That is right. 

THE CHAIRMAN: It is a great pleasure to 
us to see you here. le are flattered indeed to have 
the President of I.B.M,. before us today. I personally 


am delighted. I have known Mr. Brent for some 30 years, 
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I am afraid. Something like that and I think I probably 


recognize you as the first @lesman of I.B.M, that I 


have met. 
MR. BRENT: Thank you. 
THE GIATRMAN: AndI am glad to know that 
you have had success. This is an interesting submission 


you have made to us. We will have some questions to 

put to you. We would like to hear more about the 
problem. We will probably all have questions but before 
we proceed with that, do you Mr. Brent, or Mr. Thomas, 
wish to address any remarks to us? We would be very 
glad to hear anything you hae to say. 

MR. BRENT: Thank you Mr. Chairman. I was 
interested in your introductory remarks about my being 
the first I.B.M. salesman you had met. While this is 
not pertinent to our discussion this morning, the occas- 
ion when I first met your Chairman was one on which I 
was not a successful I.B.M, salesman. 

It is my pleasure to place before this 
Commission this morning the submission of the I.B.M. 
Company of Canada. As you are aware, our brief deals 
with two specific cases where we have found what we 
consider to be inadequacies in the present tax structure 
which discriminate against our company. These are 
brought to your attention for two reasons: first, 
because we believe you would want to be informed about 
any weaknesses in the present tax law and, secondly, 
because we feel they illustrate that legislation that 
may meet normal situations adequately, may be quite 


unfair in the case of special situations. 
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1 By this I do not intend to suggest that 

2] the I.B.M, company is abnormal in most ways. However, 
3] we are one of the very few large manufacturing companies 
4| in Canada where the bulk of our revenue is derived from 
5] the lease rather than from the outright sale of our 

6] products. Apart from this, we are a normal and a 

7| substantial Canadian company and we believe we have 

8| given ample evidence of the fact that we are a first- 

9] class corporate citizen. 

10 Not only do we employ 4,200 Canadians at 

11) above-average rates and working conditions, but I would 
12] suggest that we are among the first Canadian subsidiary 
13] of foreign companies in the secondary manufacturing 

14] industry that has developed a substantial export trade. 
15] Our exports last year were$26-1/2 million representing 
16 Something over 50 per cent of our total production. 

17 For a great many years our management 

18 has been all Canadian. Our Board of Directors has 

19! been Canadian-dominated, with several members being 

20 non-employees. Moreover, and I think most important, 
21 the products that we manufacture and sell in Canada 

22| do contribute to the overall growth of the Canadian 

23 economy by making industry and other organizations 

24| more efficient and more productive. 

25 Therefore, I know of no reason why the 

26 Canadian Government would wish to discriminate against 
our company, nor do I believe that there is any reason 
28 and yet, in fact in the two instances we cited in our 


29 brief, we are being discriminated against. 


30 The first item deals with certain tax credits 
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provided for under Section 40A. These credits have 
not been available to our company Simply and solely 
because we lease rather than sell the bulk of our 
products. This has meant we have been deprived of 
tax credits in the years 1962 and 1963 of approximately 
$900 thousand. While Section 40A will become a matter 
of history when it is repealed in March of next year, 
nonetheless we do strongly urge this Commission to 
recommend that manufacturing companies who lease their 
products should be accorded the same treatment as 
manufacturing companies who sell their products. 

The second case in our brief deals with 
the application of capital cost allowances. The 
regulations of the Income Tax Division of the Depart - 
ment of National Revenue have been in effect for a 
number of years. We contend that they should be 
revised to give effect and consideration to new types 
of equipment that have come on the market in recent 
years, 

As you well know, the regulations provide 
for certain specific classifications and rates and a 
catch-all class, class 8 for all other assets. Class 
S, apparently, is adequate for a great many companies. 
For some it is not. In our case the inadequacy of 
class 8 stems from the fact that the bulk of our assets, 
well over 90 per cent of our assets, are in the form 
of electric and electronie data processing machines. 

These machines are highly developed 
technologically, and they are subject to rapid absoles- 


cence, As a result, our rate of 20 per cent ona 
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diminishing balance basis is completely inadequate for 
our company. It just does not give effect to the 
comparatively short life of our assets. 

Moreover, we feel that the regulations 

governing capital cost allowances are too rigid. Whide 
they do not intentionally discriminate, I am sure, the 
fact is that they do discriminate through oversight 
and through not taking into consideration certain 
special circumstances and they are so rigid that it is 
difficult to correct this situation. 

As a result, our company finds ourselves 
in this posifion: first, we have assets in our 
capital cost allowance schedule with an undepreciated 
capital cost of a very substantial amount. Whereas, 
these machines have actually been disposed of and 
written off our books. In the second case, we have 
actual disallowances for tax purposes of roughly 
one million and a half dollars for the period of 1959 
to 1962 on which we have paid income tax of roughly 
half that amount. 

I would like to emphasize that our 
situation would be much more serious were it not for 
the provisions for our equipment and modernization 
which were introduced in June of 1961 but since these 
provisions will end in March of next year, our 
situation next year will be aggravated accordingly. 
Therefore, we recommend to this Commission that the 
regulations governing capital cost allowances should 
be amended to provide for a new classification and 


rate structures for electric and electronic data 
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processing machines and, secondly, for some reasonable 
provision for the deduction of loss on disposals. 

It is our feeling that these two examples 
in our brief listed is on legislation that meets the 
average case maybe quite unfair in special circumstances, 
and secondly that there should be some provision short 
of amending the legislation that would make the intent 
of the legislation available to the taxpayer who 
otherwise 4s deprived of his benefits because of special 
circumstances not known or were not considered at the 
time the legislation was enacted. 

We hope our brief will be helpful to this 
Commission and your important task of developing a 
simpler tax structure for Canada. We would now be 
happy to answer any questions the members of the 
Commission may have. 

THE CHAIRMAN: Thank you. Do not bother 
standing any further unless you wish to do so. 

Your submission has already been of help 
to us. It is interesting to note that a great deal of 
your business is in the export market. We have discuss- 
ed Canadian exports from time to time in this Commission, 
and would you say that your export business is added 
or impeded or really not affected by virtue of the 
fact that you are a subsidiary of a foreign company? 

MR. BRENT: I would say that our export 
business is almost entirely the result of the fact that 
we are a subsidiary of an international company. 

Our exports are what we manufacture in Canada because 


of the type of product that the I.B.M. company makes 
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and sells. It is not possible for any one of the 
Subsidiary companies to make all cof the products in 
the line. This would not be rational. As a result, 
it is decided’: centrally in New York what a given 
manufacturing plant makes, and this is based on 
certain conditions within the country and other 
countries. 

We are designated as the source of world 
trade or for, maybe, everybody including the United 
States for given components or pieces of equipment, and 
Our exports all go to our sister subsidiary companies 
and to our parent company, and we are really I would 
Say literally entirely beholden to the fact that we 
areca subsidiary of, an international company for the 
volume of our export business. 

THE CHAIRMAN: Thank you. 

COMMISSIONER WALLS: I have a question to 
follow up on that, and that is, on the seventy-two 
per cent of your business that you turn lout at your 
Don Mills plant which is utilized in Canada, is it 
seventy-two per cent of what you sell in Canada that 
comes from your Don Mills plant? 

MR. BRENT: Yes. Seventy-two per cent of 
what we séll on the Canadian market. 

COMMISSIONER WALLS: What percentage of 
that is made up from parts that you brought up from 
the United States and assembled here? 

MR. BRENT: A substantial percentage. I 
couldn't give you the precise figure. I can tell you 


that the Canadian content of our overall production is 
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1/ in the range of fifty per cent. 

2 COMMISSIONER WALLS: Om your) Oaradiain poductibn 
that you export, is it 

3 /principally parts for other assembly plants or 

4|/ complete units? 

5 MR, DRENTSER Ite issboths. It? Le \prineinally 

6] complete units, We do export parts. We export a 

7| hydraulic unit which is uged inthe most popular print- 

8] ing mechanism or machine, and export this to the 

9] United States and to other countries where they use 

10/ it. We are also the supplier of this component which 

11) is an important component to the printer. The bulk 

12/ in exports are in the form of complete machines as 

13) opposed to parts. 

es THE CHAIRMAN: Thank you. You put forth 

15| two aspects of Canadian taxation. ‘The first of these 

16 is concerned with rental business and tax legislation. 

17 MR. BRENT: Correct. 

18 THE CHAIRMAN: And you cite an example of q 

19| Section soon to become obsolete. It seems to me that 

20] is not a very happy example to make your point because 

21| while it has been the case, it is no longer. Would 


22| there be any other examples in the Act to demonstrate 


the point of discrimination against that business which 
is rental? 

MR. BRENT: The information that has 
affected us recently -- there was one case, with which 
I am not familiar, back at the time of the Korean War, 
but this has really been the first case in recent 
years where iégislation has discriminated against us 


because of the fact we are primarily in the rental 
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1/ business. I agree with you that it is not the best 
2 illustration because 2t has been repealed, We had 
3] no control over thecrepeal. Nobody has challenged this, 
4 and it means $900 thousand in additional taxes to us. 
5 COMMISSIONER WALLS: Most of your case 
6]| is based onexperienue of the ale, 650 system which you 
7| state has an average life of 3,8 years. What has been 
8] your experience in regard to your other typesof 
9] equipment? 
10 MR. BRENT: We use the 650 because it was 
11| the first popular computer that had widespread accept- 
12] ance. It is really the first one that has become almost 
13! completely obsolescent. We have otter illustrations 
14) sich as our 705 computer, a large-scale computer, and 
15] its life likewise has been short. It was a machine 
16| hat was used by a relatively small number of customers 
17 because it was a large capacity machine. There are the 
18) 702, 703, 704, and we did not use these in our 
19] illustration because their use was relatively limited 
20| so far as the number of customers we have was concerned. 
The experience in all of our computers, 
so far as their life span is concerned, is relatively 
Short. We are really just, ina sense, getting into 
this business, into the electronic computing business, 
and as a result our business has grown rapidly in 
the last several years. We will not be able to quote 
precise figures of the obsolescence of our equipment 
until we have had a little more experience, 
The machine which is really obsolete is the 


650 i introduced in 1959. Type 1401 replaced it, and it 
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is still being used and it has been modified. Some 
units, some of the first, are obsolete, but it is still 
one of the computers still in use. There is new 
equipment that is announced and will be announced, 

and this second widely-accepted computer will likewise 
have a relatively short life, 

THE CHAIRMAN: Taking the 650 as an example, 
is the reason that it has enjoyed a life of only 3.83 
years because it is of a new type, or would you 
anticipate that succeeding equipment will have equally 
short lives? 

MR. BRENT: We would anticipate that 
Succeeding equipment would have equally short lives. 

THE CHAIRMAN: You beléve that is the 
nature of the business? 

MR. BRENT: Yes. The technology is changing 
so rapidly in the electronics industry, and specifically 
in the computer field, that all the evidence is that 
computers are not going to have any appreciable life, 

As a result of this, our American company, for example, 
depreciates computers in four years using the sum 

of digit method which means on a four-year basis the 
depreciation the first year is forty per cent, the next 
year 30 per cent, and 20 per cent, and 10 per cent. 

On the other equipment, our regular 
punch card equipment in the United States is depreciated 
also on the sum of digit basis on a five-year basis. 

THE CHAIRMAN: You are speaking of 
accounting basis, not taxes. 


MR. BRENT: Yes. These depreciation rates 
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1! are for tax purposes. Other major companteés we operate 
2] it is recognized, the character and equipment and life 
3] of it, and we get substantially a more generous deprec- 
4) jation:allowance than is provided for in Canada. 
5 THE CHAIRMAN: What was the experience of 
6 your punch card equipment? What was the usual life of 
7| 4t? It seems pretty much the same, 
8 MR. BRENT: That is true. There wasn't a 
9 change in our business, and for a long time we figured 
10| the average life of our equipment to be six years. 
11/ Depreciation schedules were based on this. Our replace- 
12] ment plans were based on this. This was adequate. 
13 But, as we advanced over the years, the life of the 
14 equipment, even the. punch card equipment, has become 
15! shorter, 
16 THE CHAIRMAN: This is perhaps one of the 
17 only times that we have learned of the inadequary of 
18) the Canadian depreciation or capital cost provisions, 
19 Generally speaking, they would seem to be liberal. 
20) What you would suggest as being necessary is a separate 
classification for computers? 

MR. BRENT: Yes, 

THE CHAIRMAN: Is there anything elise that 
Should go in that besides computers? Anything close 
to computers? 

MR. BRENT: Yes. I would suggest what 
we call our electric data processing machines. This 
really is our punch card line of equipment, and we 
believe this ought to have a special classification 


that would provide for a depreciation rating of, let us 
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“emete \. 


1| say, thirty per cent on assuming a diminishing balance 


2|| basis. 

3 THE CHAIRMAN: That is about a six-year 

4| life? 

5 MR. BRENT: Something less than six years. 
6]| For example, in 1962 the average life -- our most 

7| popular punch ecard accounting machine is 407 and we 


8| had 142 units in 1962, the average age scrapped is 

9| is 4.67 years. Our other two accounting machines 

10| 403 and 402, one was 5.15 years and the other 5,80 

11| years when scrapped. That was theaverage life of 

12/ 249 units which were scrapped last year. 

13 THE CHAIRMAN: What I do not quite follow 
14 is your experience,. If your punch card equipment had 
15 about a six-year life and if it had been amortized under 
16| -élass & for tax purposes on a ten-year basis, or 

17|| close to a ten-year basis, you then have a much 

18] greater unamortized balancé than you would have on 

19|| your books? 

20 MR, BRENT: That is right. 

THE CHAIRMAN: Very much greater. 

MR, THOMAS: Yes, 

THE CHAIRMAN: In fact, it is? 

MR, THOMAS: It is. 

THE CHAIRMAN: I mightsuggest --- 

MR. BRENT: I might suggest, to elaborate, 
that one of the reasons we have been hurt in the punch 
card Pield in the past few years has been the relative 
growth of our busines. In other words our c 


additions to assets in one year have been greater than |-- 
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the upward curve has been greater than loss, coming in 


2] the loss curve. We reach a plateau.OQW© computers have 


3 


4 


5 


6 


added to that, 

THE CHAIRMAN: Do you do your accounting 
on sapproved * basis? 

MR, BRENT: On straight line. 

THE CHAIRMAN: So that you are carry ing son 
your balance sheet a provision being the difference 
between your tax reserves and your book reserves, 

MR, BRENT: Another factor, as I mentioned, 
was the special provisions for re-equipment and 
modernization introduced in 1961. Had it not been for 
this, we would have been affected more seriously and 


sooner. 
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THE CHAIRMAN: That reserve that I spoke of, 
Mrs Thomas, would ms going down if the capttal cost 
allowance were less than what you could take on your 
books or you would take on your books, am TI not PLenGe 
MR. THOMAS: It isn't a reserve because, 
in fact, we write loss depreciationoand it becomes dis- 
allowede if it is more than the capital cost allowance. 
This is why we have paid more taxes than would otherwise 
have been the case. We have actually “paid taxes 
on it. It is not a reserve as such, It is less tax. 
THE CHAIRMAN: I am thinking of the differ- 
ence between the tax you pay and the tax you accrue. 
The tax that you pay would be greatersthan the tax 
you accrue, 
MR. THOMAS& No, we actually accrue and | 
pay the same tax, 


THE CHAIRMAN: You actually accrue and pay 


18 the same tax. You don't follow the approved method in 


the Accounting Bulletin dealing with the subject? I 
don't remember the number. 

MR, THOMAS: No. To what you refer is that 
a great many companies mve reversed the apparatus. 

THE CHAIRMAN: That is what I am trying to 
do. 

MR. THOMAS: We don't follow that. 

THE CHAIRMAN! If you followed that you would 
have a negative reserve. 

MR. THOMAS: That is right. 

THE CHAIRMAN: Debit balance instead of 


credit balance. 
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MR. THOMAS: No one considers that good 
accounting. 

THE CHAIRMAN: I am not sure about that. 

We will talk about that some other time. 

COMMISSIONER PERRY: TI am Just wondering 
why the witness felt they would need double assurance 
of both a higher writé-off and absolescence allowance. 
Surely if you were able to have a rate of write-off ‘that 
would give you 90 per cent in four years, wouldn't 
this be pretty good? 

MR, BRENT: Sure. 

MR. THOMAS? Yes. 

COMMISSIONER PERRY: The absolescence allow- 
ance introduces *“& new factor and considerable complic- 
ations in the capital. costasystemoaspwecnow have it. 

MR. THOMASt By the same token if we were 
allowed for a provision for loss OM disposal we wouldn't 
worry about rates, 

COMMISSIONER PERRY: It is the alternative 
system to the capital cost allowance system which could 
have been introduced instead of the capital cost allow- 
ance system. I am not sure you can mix them because of 
the need of identifying the write-off, I would suspect. 
The beauty of the present system is that you don't have 
Go1do that. 

~COMRacBRENTR GRAVE? Certainly these could 
be adternative solutions to our problem, either one. 
THE CHAIRMAN: f&ither the higher rate 
MR. BRENT: Or provision , 


THE CHAIRMAN: .. . for the write-off aye 
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MR, BRENT: Yes, 

THE CHAIRMAN: I don't think we have any 
further questions, gentlemen. Mr. Brent, you put this 
forward very clearly and very well. Perhaps if you had 
done as well 30 years ago you would have made that 
first sale. It has been a greatpléemme to have seen 
you. Thank you very much for appearing. 

MR. BRENT: Thank you very much indeed. 

We appreciate this opportunity to present our views. 

THE CHAIRMAN: We will have a 10 ten minute 


break, 


---A SHORT RECESS, 


---FOLLOWING THE SHORT RECESS: 


THE CHAIRMAN: Mr. Secretary? 

THE SECRETARY: Mr. Chairman, the second 
Submission is being presented by British American Oil 
Company Limited. Mr. E.D. Loughney, President, is 
here this morning together with a number of colleagues. 
He will speak initially to the brief and introduce 
his colleagues to you. I would like to enter this 


brief into the record as Exhibit 254. 


-~--EXHIBIT NO, 254: Submission of the 
British American Oil 
Company, Limited. 
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SUBMISSION OF 
THE BRITISH AMERICAN OIL COMPANY LIMITED 
Appearancest Mr. E,D,. Loughney Mr. J.F, Rannalls 


C.D, Shepard, Q.C. Mr. JR. Hardie, C.A. 


THE CHAIRMAN: Good morning, Mr. Loughney 
and gentlemen. We introduce to your our Commissioners 
whose names are before us. I would be very grateful, 
Mr. Loughney, if before you start if yourvwowld introduce 
your associates to us, We have read your submission 
with considerable interest. It is an important sub- 
mission, We therefore asked our legal adviser and 
Counsel, Mr, Stewart to Iead us in our questions, which 
does not mean we shall not address some ourselves. 

We will all get inithe-act. 

Before that, Mr. Loughney, tf you have 
anything to say to us either in amplification or summary 
or any other way we would be glad to hear it. 

MR. LOUGHNEY: I would like to make an 
opening statement. 

We appreciate the opportunity of appearing 
before your Commission and prior to making a short 
opening statement, I would like to thank the Commission 
for granting us a pofitponement of our hearing from 
October 280until today. I had a long-standing 
commitment to speak to before the Board of Trade in 
Vancouver on October 285 My subject was the Outlook for 
the Oil and Gas Industry in Canada, and with your 
permission I would like to leave with you a copy of 


my speech, together with a booklet whichis a digest 
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of a study recently completed bg British American 

O11; I will have more to say on this later and relate 

it to the subject here. I should now like to 

introduce myoarsociatess Mrs C.D. Shepard, Ql6.,. Vice- 
President and @eneral Counsel on my lefts and on my 
extreme ifeft Mr. Jel, Runnalls, Manager, Economics 

and Co-ordination Department; and on my right Mr. J.R. 
Hardie, C.A., Assistant Comptroller - Accounting and 
Taxation. 

As stated in the submission itself, we have 
limited our remarks to a discussion relative to the 
Income Tax Act and mainly to the problems facing corpor- 
ations under this Act. While we feel that there are also 
matters which should be brought to your attention under 
the Federal Sales Tax Act and various provincial taxation 
statutes, we feel that these problems have been brought 
generally to your attention by other submissions made 
to your Commission. Our omission of reference to these 
taxes does not mean that we do not attach importance to 
the effectthat tax policy of each level of Government has 
on the national economy. Your Gommission will have 
to deal with questions such as the following: 

Who carries the burden of a particular tax in 

the long run? 

What is the effect of the general level of 

taxation, and the form of these taxes and 

their effect on the economic growth rate 

of the country? 

Whether it is possible to clarify and simplif 


our tax laws and thus reduce the costs to bot 
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Government and industry of administrative 

costs of these laws, 

We are looking fofward to your findings 
with great interest. However, we consider it appropriate 
to leave the discussion of these problems to the sub- 
missions of individual experts, research organizations 
and your own research staff. 

We do feel that any discussion of the 
taxation of our industry must be looked at in the general 
area of economic conditions which will prevail over 
the next few years. In the natural resources industries 
where production involves large amounts of fixed capital, 
planning must look 10, 15 and 20 years into the future. 
For instance, British American Oil has recently completed 
a study of the demand for energy through to 1975, as 
mentioned in my opening remarks, I will not deal with 
this study in detail, but it is certainly evident that 
it is essential Canada be in a position to meet the 
greatly increased demands for natural gas and crude oil 
fores¢en particulariyiinm five to seveneyearsi hence. 

We are forecasting that the demand for Canadian crude oil 
and natural gas liquids will increase from 735,000 
barrels per day in 1962 to approximately 1,330,000 
barrels per day in 1975. In the same period, natural gas 
sales are forecast to increase from 2.2 billion cubic 
feet per day to 5.7 billion cubuc feet per day by 1975. 

Capital for the development of these 
natural gas and crndeétreserves to meet these increased 
demands will be very substantial, and will be greater 


than the expenditures of $6.7 billion dollars for the 
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1] 1947-1962 period, In order to attract this capital 


2) it must be known in advance that a stable and equitable 


w 


tax climate will exist during the period. 


ANG 


I am sure that you are aware of the history 
5] of the oil business in Canada, but I would like to take 


6] a few minutes to refresh everyone's memory. The oil 


7| business in Canada was, prior to 1948, primarily a 

8| manufacturing and marketing business, dependent on 

9] foreign sources for its raw material. 

10 During the latter part of the war, in order 


11|) to aaa aa the shortage of oll in Canada, some attempts 
12| were made to stimulate exploration by tax incentives. 

13| These incentives, together with the Leduc and other 

14) significant discoveries, certainly did stimulate the 

15]| production effort in Canada, and resulted in cash 

16] expenditures totalling 6.7 billion dollars being made 

17} in the period 1947 to 1962. Canadian 

18] production of crude oil and natural gas liquids increased 
19] from 20,000 barrels per day in 1946 to 735,000: jbarrels 
20| per day in 1962, Natural gas sales increased from 145 
21] million cubic feet per day in 1946 to 2.2 billion cubic 
22) feet per day in 1962. 

23 The of] and gas industry in Canada has 

24| developed to its present stage, at least partly due 

25|| to the tax climate which presently exists. We do not 

26|| believe that the additional capital required to meet 

27|| the demand for petroleum products in the future can 

28|| be attracted to the industry, unless a more favourable 
29| - or at least, as favourable - a tax climate prevails in 


30 the future. 
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It should be noted that the petroleum 
industry bears a disproportionate share of the tax 
burden in relation to other energy sources. We have the 
paradoxical situation in Canada where electrictgy or 
steam used to provide motive power in industry or 
transport is not taxable, but where diesel fuel or natural 
gas are used for the same purposes, they are taxable. 
For example, electricity for use in trolley buses is 
a non-taxable commodity, but diesel fuel oil For buses 
1s subject to both a provincial road tax as well 
as a federal sales tax. Also, to our knowledge, only 
two other commodities - liquor and tobacco - bear as 
high a share of taxes as at present borne by petroleum 
motor’ fuels. 

I think I would be remiss if I did not also 
mention the contribution made by the petroleum industry 
towards solving the problem of Canada's balance of 
payments, In terms of Canadian dollars spent on oil and 
gas in international trade, we had in 1955 a deficit of 
close to 340 million dollars. In Spite of significant 
increases in demand for petroleum products, this has 
declined to $92 million in 1962, and we forecast it 
will decline to approximately $60 million by 1965, and 
be in balance shortly thereafter. These calculations do 
not ‘include the rather significant contributions made 
by sulphur or petrochemicals to the balance of payment 
position. 

In closing I would like to express apprec- 
lation for the courtesty of the Commission in permitting 


these comments which I hope will form a useful background 
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to our formal submission. 

THE CHAIRMAN: Thank you, Mr. Loughney. 

As I said before we in our turn are grateful to you 
for your help in our task. Mr. Stewart, I think you 
might proceed if you would be so kind. 

MR. STEWART: Thank you, Mr. Chairman. 

Mr, Loughney, I have just opened up this pamphiet 
jmtitled Supply and Demand for Canadian Hydrocarbons, 
1962-1975 which you have handed to us with this open- 
ing statemént. I notice at the bottom of page 8 it 
has to do with present and projected production of 
crude. oil and natural gas liquids and another table 
on page 9 whiten deals with sales of residue gas. 

Each one of those is divided between domestic:and 
export markets, in the one case, at least, regarding 
the crude and in the other as regards all sales. 

I take it that these two tables give us an indication 
of your projection of how both the export market and 
the domestic market for Canadian production will grow 
during this period. 

MR. LOUGHNEY: That is correct. 

MR. STEWART: Turning to the brief I would 
like to start my questioning, if I may, by dealing 
first with the items specifically affecting the oil 
industry which are dealt with starting at page 21. The 
first of these item is Section 83A of the Income Tax 
Act. I don't propose to take the time to discuss with 
you the history of Section 83A and its predecessor 
Sections, but I would like to come to page 25 of the 


brief where you set out certain conclusions which you 
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arrive at. The first of those conclusions, and I refer 
now to paragraph 46 on page 25, the first of the conclus- 
ions is that Section 83A doesn't represent a concession 
to the industry except possibly as :regardscthe-cost of 
acquiring of oll and gas rights am the cost of drilling 
successful producing wells. My first question is 
perhaps a rather simple one, but I wonder if there is 
any significance to the use of the word "drilling" in 
connection with the producing wells? Do you consider 
that the cost of exploration ascregards producing 
wells might properly be included there? 

MR. HARDIE: We don't so consider as 
far as our own business is coneernéd. This is considered 
to be an expense in our business, 

MR. STEWART: In the industry as a whole 
is this, and I don't suggest this isn't the accepted 
practice, but is it also the accepted practice to treat 
exploration and drilling of successful wells as a 
capital expenditure? 

MR. HARDIE: No, the exploration costs 
generally by industry are expensess current. They 
are not capital. The cost of drilling successful wells 
is capitalized by most companies. 

MR, STEWART: I am told that there is a 
publication called Oi1 Accounting by Mr. Robert 
E. Wdler which was published in 1956 by the University 


of Toronto Press. 
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It contains this statement on page 35. He is 
referring, I may say, to the proposition that 
exploration expenses are treated by most companies as 
ordinary expense items rather than capital assets, and 
he says on page 35, dealing with exploration 
expenditures: 

"This manner has much to 

recommend it and is an accepted 

accounting practice in the 

industry." 

But then I believe he also considers acceptable in this 
work, because of its wide use, the treatment of 
exploration expenditure which involves those eeRn ian 
in properties which are retained being capitalized, and 
the other exploration costs being written off, and 

he apparently comments in this book that this latter 
method is more in line with the accounting principles 
of matching costs and revenues. 

Have you any comment on that? 

MR. HARDIE: I think the majority of the 
major companies expense these expenditures of exploration 
entirely, whether it's in areas that are eventually 
proved: productive or otherwise. 

MR. STEWART: Thank you very much. Then 
you suggest also in paragraph 46 that there are two 
principal advantages to section 83A treatment of these 
costs. The first is that they can be charged in total 
as soon as the income position permits, and the second 
is that there is an unlimited carry forward of the 


expense. 
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Would you agree that these advantages, or in 
particular the unlimited carry forward, relate not 
simply to these items, that is cost of the properties 
and the cost of drilling successfully producing wells, 
but to all section 83A expenses? 

MR. HARDIE: Yes. 

MR. STEWART: In paragraph 48 you suggest that 
section 83A is unnecessarily complicated, and I don't 
think anyone would suggest that it is a short or 
simple section. Have you any specific suggestions you 
can make to the Commission as to how it can be 
improved? 

MR. HARDIE: I think we suggest in the brief 
that we might transfer out of section 83A the part that 
is considered by the industry to be expense. Rather 
than have this complicated system here, which includes 
the various allowances in different dates, perhaps _ 
vibhisi. cs could be moved out into another Act which 
only applied to the prior periods or out of the general 
section that dealt with the deductibility of current 
expenditures. 

MR. STEWART: Well then I have put it to 
another company in your industry in the past that 
possibly in a case of this kind, where we are dealing 
with a very complex and difficult problem, there might 
be something to be said for asking the Department of 
National Revenue to issue some sort of a memorandum or 
booklet which dealt with this interpretation of the 
provision; of the way in which it intended to apply 


them. 
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Would you consider that any document of that 
sort would be helpful or otherwise? 

MR. HARDIE: Yes. I believe that this would 
be helpful. It would tell us what the Department 
were contemplating doing, which we now do not find out 
for a period of years. 

MR. SHEPARD: It is pretty hard for a lawyer 
to keep quiet when a question like that is asked. I 
would say I agree with Mr. Hardie's answer, assuming, 

Mr. Stewart, that the memorandum would not have a 
binding legal effect on the taxpayer. It was not your 
intention that it would be that kind of a memorandum? 

It would be one of intention which could still be sub ject 
to an interpretation by the courts, if the taxpayer 
thought that was desirable? 

MR. STEWART: I take it if would be binding 
neither on the taxpayer-nor on the Department. 

MR. SHEPARD: Yes, sir. 

MR. STEWART: Then in paragraph 49 you refer to 
the fact that under the 1962 amendments, and in particular 
I take it under subsection 5b of section 83A,the proceeds 
of sale of properties are brought into income without 
any credit being allowed for the cost of the particular 
properties to the vendor, and you say at the bottom of 
page 26 that this appears to contravene the basic 
concept of the Act which taxes income but allows the 
deduction of the relative cost. 


28 Then you go on to say that you appreciate it 


29! might be difficult to cure this défeet without opening 


some loopholes which would not be desirable, but that you 
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nevertheless think that some relief should be provided. 
Now you obviously recognize that there would: be a 
problem in allowing this deduction. Could you perhaps 
give us some illustrations of the type of problem which 
would arise? 

MR, HARDIE: Well, if the sale of leases 
acquired prior to April 10th, 1962 were not taxable 
income, it would be possible for a company, that had a 
worthless lease, to perhaps sell it to someone else.for 
a sum of money and the other people really are just 
buying a tax deduction rather than a lease so obviously 
Something had to be done in this regard and chew chose 
to do wit in this way, by not allowing the deduction of 
the original cost. 

If they are going to tax the sale: value of 
the lease, then at least the taxpayer, it would appear, 
Should be entitled to deduct what he paid for the lease 
in the first place. 

MR. STEWART: The point you are making, I take 
it, is that unless there had been &@ provision, such as 
5b included, the property might have been transferred 
at inflated values? 

MR.HARDIE: That is right. 

MR. STEWART: All right, but we are now in a 
position that paragraph 5b is included and you are 
Suggesting that it be amended so as to permit the 
deduction of acquisition costs. There again, I suppose 
that one problem which arises is would acquisition costs 
of a particular property represent their fair value at 


the time of the transaction. Is that the point you 
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are making? 

MR. HARDIE: Do you mean of the sale trans- 
action? 

MR. STEWART: Yes. 

MR. HARDIE: No. The cost may be less, the 
original cost to the taxpayer may have been less than 
the sale vague. 

MR. STWART: Yes. I don't think I have made 
my question clear. Let us suppose that a taxpayer has 
a property which cost it, having regard not only to its 
original acquisition cost but to expenditures which have 
been made on the property, X dollars, and that in actual 
fact the fair market value of that asset is substantially 
less than X. If there is a blanket allowance of cost 
under 5b, then the vendor of the property would 
receive a deduction which might be substantially in excess 
of the actual value of the property at the time of his 
resale of it, 

MR. HARDIE: This ts right, but this is the 
case dn a case where any item is traded in which is 
considered to be taxable income.  < In other words, a 
merchant buying merchandise and selling it, if the resale 
value of this is less than what he originally paid for 
it, he is still entitled to deduct his total cost of the 
merchandise that he is sélling. 

Our fe@ling is that if leases are to be 
considered in this category of merchandise, in that the 
Sale of these leases is taxable income, the cost of these 
leases should be allowed as a deduction in calculating 


the profit which would be subject to tax. 
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MR. STEWART: On that basis, the allowance of 
cost would not present a problem in your opinion. What 
aher type of problem might arise if cost were allowed? 

MR. HARDIE: The only thing would be to include 
in the transaction some leases which perhaps had no 
value but had some cost which you wished to recover. 

MR. STEWART: Well now, you suggest in paragraph 
50 on page 27 that the 1962 amendments to Section 83A, 
by: which I take it you refer to subsection 5a and the 
related subsections, you suggest that these amendments 
Should not apply if a transaction is between taxpayers 
who are not dealing at arm's length. 

Now let me ask you if you would agree with the 
view which I think has been expressed that under the 
1962 amendments, and under section 83A as amended, oil 
in the ground is treated substantially as inventory for 
tax purposes? 

MR. HARDIE: That is right. I think this is 
the effect of this. 

MR. STEWART: Is it not a fact that under the 
general scheme of this Act, and I refer in particular 
to Section 17 non-arm's length transactions, involving 
inventory, are supposed to be carried out at fair 
market value? 

MR. HARDIE: Yes. This is true.: This is the 
effect of Section 17. 

MR. STEWART: What you are suggesting is that 
in this respect there be rules with regard to petroleum 
properties which differ from those which relate to other 


transactions, or other industries? 
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MR. HARDIE: Yes, because while the Government 
seems to have considered that oil in the ground is an 
inventory figure, that the industry considers these 
as capital assets. 

THE CHAIRMAN: Which section 17 applies Mr. 
Stewart? That edition? 

MR. STEWART: I dontt think that ee ay 
would have applied, Mr. Chairman, if it had not been for 
the introduction of these new amendments. I don't think, 
or at least I don't recall it being suggested prior to 
the introduction of 83A, 5a; and 83A,5b that oil in the 
ground, or petroleum properties should be treated as 
inventory. 

THE CHAIRMAN: They. would be under these 
amendments? 

MR. STEWART: The effect of these amendments 
is that your acquisition cost of petroleum properties 
is deductible, and that the proceeds of the petroleum 
properties is to be brought into inventory so that the 
treatment is the same as the treatment of inventory. 

Well, I will come back Mr, Hardie to that 
proposition of yours in a moment or two when we are 
dealing with the question of depletion. Now would 
you comment on this proposition that under the 1962 
amendments the industry is permitted, under Section 83A, 
to deduct all its exploration and drilling expenses, 
including property acquisition costs, so far as expense 
incurred after the coming into effect of the amendments 
are concerned? 


MR. HARDIE: Yes. This is right. 
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MR. STEWART: Now would you comment on this 
proposition that this treatment of exploration and 
drilling expenses and of land acquisition costs is more 
favourable than the corresponding U.S. treatment of such 
limited expense? What I have in mind in this regard, 

I have two particular points in mind, and of course you 
may comment on others that should be taken into account 
but as I understand:.it, under the U.S. law expense 
relating to producing properties is required to be 
capitalized and, secondly, in the United States the 
expense relating to non-productive properties is treated 
as a current expense in the year it is incurred, so 
that it can be retovered if there are losses only over 
the normal loss carry forward period. 

Now as far as those two points are concerned, 
and as I understand:.them, these costs are allowed to 
be deducted, and as we have said earlier, there is an 
indefinite carry forward of the deduction, so that I 
put the question to you again: Would you consider that 
the Canadian treatment of this exploration and drilling 
expense, and land acquisition cost is now more favourable 
than the corresponding U.S, treatment? 

MR. HARDIE: There is just one comment I would 
like to make first in connection with the statements 
that you made about the U.S. treatment. The expense 
incurred in areas where the taxpayer has a non-producing 
woperty in the United States is required to be 
capitalized to that producing property and only allowed 
as a tax deduction upon abandonment of the lease. 


MR. LOUGHNEY: That one comment there, that only 
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1| holds provided that the taxpayer acquires property on 

2| which he has performed his geophysical work. He can take 
3] an option, do the work, the results are negative, he 

4/ acquires no interest in the lease. All a matter of 

5|| expense in the year in which it is incurred. 

6 There is a second point too, Mr. Stewart, in 

7| development drilling. The cost of development drilling 
8] in the United States is expensed the same as it is in 

9| Canada. 

10 MR. STEWART: Subject to those two points, what 
11]| would your comment be on the proposition that I 


12; emwmmeodated? 


13 MR. HARDIE: The timing is an advantage in 
14] Canada. 
15 THE CHAIRMAN: Which time do you refer to? The 


16|| indefinite carry forward date, is that the time you 
17|| mean? 

MR. HARDIE: Yes, and the other, the fact 
that the expenditures are allowed currently in Canada 


if you have income against which you can claim. 
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MR, STEWART: Well now.... 
MR. HARDIE: Could I make another comment in 
connection with this, Perhaps this advantage of the 
indefinite carry forward has a particular significance 
in Canada in the development of Canadian industries 
and in that iny tha ewaynthé: Ganaddanvindustrychascdeveloped 
henevhasaccumulated large amounts of these expenditures 

in a relatively short time. When production wasn't 
available when because of overall limitations on the 
production income wasn't available for these expenditures 
to be written off against .t< St > reaw* . 

MR.» STEWART: I take if in the course of the 
next twelvenyears,and I am making this observation from 
a recollection of Mr. Loughney's opening statement, if 
in the course of the next twelve years there is going 
to be more expenditures in industry in Canada than there 
has been since 1947 and the production is, let us say 
expected appra imately to double then wé are going to 
be for at least the next twelve years in somewhatca 
Similar situation. 

MR. SHEPARD: I wonder if I might make one 
comment, Mr. Stewart. In asking questions and receiving 
answers you have from Mr, Hardie of the U.S. treatment 
of a portion of our industrgabsactivity » we wouldi:' ; 
have inferred that the picture of that industry in 
Canada versus the picture of the industry in the States 
must be viewed with other elements. The whole of 
the effect of all the factors of the American tax 
Structure affecting the exploration and production 


industries plus a similar situation here, and this 
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necessarily includes the overall consideration of the 
impact oF ite 2 plus depletion, while it is' true 
there is a time element of five years for carry-overs 
cin the States, if we didn't get wane depletion because 
of 83A deductions we have lost that favour SO 
there should be that consideration, and I just thought 
perhaps that should be mentioned in the record. 

MR. STEWART: I quite agree with that, Mr. 
Shepard and I am going to ask you a little later on to 
comment on the American rules with regard to depletion. 
Before we leave the question of section 83A, however, 
and I come back here to the comment that Mr. Hardie 
made, that certain items are treated by the industry 
in Canada as capital items for corporate purposes 
regardless of the ie treatment. It has been suggested 
I understand that these expenses which are presently 
allowed as currenti:deductions under section 83A should 
be capitalized for tax purposes and either treated as 
subject to capital cost allowance or anmortized over 
some specific period. What if any comments would you 
care to make on those alternative treatments? 

MR. HARDIE: I don't think we would agree with 
the changes. It was pointed out in Mr, Leughney's 
opening remarks we consider that with the capital 
requirements that are going to be needed in the futube 
years we need, at least as favourable a tax tae 
as existed in the pasty nis would certainly not be as 
favourable treatment if the time element is going to 
be changed. 


MR. LOUGHNEY: If I may, Mr. Stewart, the 
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question of geophysical expenses, expenses of that 
nature, vopreliimiimary’ Unc work in the money spent may 
not’ be preductive at all as far ag the taxpayer is 
concerned, This is certainly true for off, Many, many 
miles of an area are looked at from the point of view 
of hdgh o11 production and other types of technical 
tools aredused in the survey for all, but it is only 
“ésearch. tt doesn't necessarily follow that Siyeat ant 
of any sort may be found. It would be quite an 
imposition on the company to capitalize all o& the 
expenses when very little of it results in anything of 
& nature of an assct, 

MR. STEWARTS\i.: Well, I think this leads us 
into the discussion of '-depletion. 

il CHAT V4 Well, before you move to 
depletion I would like to clean up some areas, There 
are about two or three questions I have. Perhaps some 
of the other Commissioners may have one or two. I 
didn't follow the questions, conclusions that we have 
arrived at. It has been Sug gested that section 83A 
Should be restricted to those matters which are not 
Bey vé deductible according to ordinary rules of (ic 


accounting. In fact what would remain under 83A would 


be those which are permitted by way of incentive I would 
gather from what I read here. I wouldn't see any good 
reason for altering the Section to restrict it 

if the section picks up what is needed and givesyou 
that. I don't believe that that can be of any 
Signifieanee, Therefore, perhaps, I didn't understand: 
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MR, HARDIE: The expenditures ‘thatia¥édrietided in 


Section 83A, now ineludeg#”items which the industry 


considers normal business expenses. In other words 
some of these things are items which are taken care of 
really in other sections as far as other businesses 

are concerned. Salaries and wages, there is 
depreciation of equipment -- in other words capital 
cost allowance that the Act allows. The suggestion was 
perhaps these things are better dealt with in the 
section of the Act that deal with these specific kinds 
of expenses. 

THE CHAIRMAN: It makes no difference to you 
whether they are dealt with two or three times in the 
Act, does it? Dovyou suffer by virtue of the fact they: 
are in there? 

MR. HARDIE: No, we don't suffer. It was 

& merely a question of how complicated Seettion 83A is. 
p THE CHAIRMAN: That envisages a general 
tidying up of the section. 

MR. LOUGHNEY: Just a minute, please. Go 
ahead. 

COMMISSIONER PERRY: Just before you leave 
that, there may be a danger that the Department, relying 
on some of the, giles prudence would say a good many 
of the ee Goetrenss in 83A were in the class of nothings 
that goer they were pre-production expenses, 
not necessarily related to carrying on of the business, 
s that you might have to make your case that some of 
the expenditures which are now allowed by Statute 


are ordinary business expenditures and deductible under 
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other provisions of the law. Quite a lot of 
the jjurisprudence under which nothings are created would 
applytincyour*own case. 

MR. SHEPARD: I would say as a lawyer if there 
is any danger of increasing the number of nothings we 
would be against it. 

COMMISSIONER PERRY: 683A diminishes the area 
of nothings very considerably in your industry. 

MR. SHEPARD: I can see your point, and I think 
you are right, sir. 

THE CHAIRMAN: Paragraph 49 irefers to -certain 
costs not being deducted upon the sale of some mineral 
rights. I am not very clear what costs, in fact, I 
don't understand what costs are not deducted in those 
circumstances. I think I missed the point. 

MR, HARDIE: These are the costs, the original 
acquisition costs of leases acquired prior to April 10th, 
1962. 

THE CHAIRMAN: When the leases are sold the 
profit or loss resulting is after the deduction of these 
@sts? 

MR, STEWART: No. 

MR. HARDIE: The entire sale proceeds of these 
leases are deductible income. 

THE CHAIRMAN: That is the way the Statute 
now reads? 

MR. STEWART: Mr. Chairman, perhaps I could 
state my understanding of the situation to find out 
whether it agrees with that of these gentlemen, In 1962, 


for the first time, I think, in our legislation of 
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the nibebemlok of 83A subsection 5a it was provided that 
the cost of acquisition of certain properties, certain 
types of properties which were acquired after April 
10th, 1962 should be deemed to be for tax purposes 
exploration and dueling expenses and therefore deductible 
in the computation of income. Then the Department 
said, if we are going to allow these deductions we must 
provide that the profit of sale of properties of this 
character must be brought into Act , The subsection 
which provides for that, the basic subsection is sub- 
section 5b. Under subsection 5b you bring into income 
the proceeds of sale regardless of whether: the particular 
property was acquired before or after April 10th, 1962, 
Is that the fact? 

MR. HARDIE: Yes. 

THE CHAIRMAN: I see. ‘Thank you very much 
indeed. Anything else before we me on to depletion? 
Go ahead, Mr. Stewart. 

MR. STEWART: Well now gentlemen in paragraph 
51 of your brief which is the first paragraph under 
the Depletion heading Mauidnedecate Chat at ia,generally 
considered that the purpose of depletion is to allow 
the owner of a wasting asset the right to recover the 
value of the asset as it is used up by production. You 
suggest that in these circumstances the depletion 
allowance does not represent a concession to the 
industry. Well now, I would like in the first place 
to make sure that this word "value" which is used in 
the second sentence in paragraph 51 has no significance 


other than cost. Are you suggesting that the purpose 
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1! of depletion is or should be to permit ultimate value 

2|| to be covered as opposed to the cost of the property to 
3| be recovered? 

4 MR. HARDIE: The industry considers that these 
5] leases are capital assets dnd then thdseisre: 

6] realizations of capital asset¢if you sell, and 

7| therefore this is the value of it at that point. 

8 MR. STEWART: So you are using value in the 

9| sense of capital cost? 

10 MR, HARDIE: No, I think we are using it as 
11/ value, what it is worth. 

12 MR. STEWART: Let me put this proposition to 
13 yous If you acquire today a particular drilling 

14) property at a cost of $100,000.00 and you expend another 
15| $100,000.00.0n the property so it comes to $200,000.00, 
16) but then through some good fortune you find that the 

17 property has a value of $5 million, are you suggesting 
18] that the purpose of the depletion allowance is to 

19 permit yea to recover $5 million as the tax deduction, 
20! or $200,000.00. 

21 MR. HARDIE: We are suggesting that the 


22 purpose of the depletion allowsnee is that we shouldenot 


have to pay tax on the entire realization of this 


property as income. - The depletion allowance in 
her Act is not tied to any sort of value at all 
other than as a percentage of the income derived from 
at% 

MR. STEWART: That is correct. 

MR. HARDIE: We are suggesting that what this 


allowance is is to give you a portion of this value 
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back tax free because it is, in fact, a realization of 
the capital assets. 
MR. STEWART: Well now, in that event, 


let me put this to yout Is it not the normal view in 


that it might be reasonable to be permitted to write 
the capital cost of a particular asset off over the 
useful life of the asset, but that that is the limit of 
the tax deduction that is allowed in such industries 

in respect of the property. 

MR. HARDIE: This isceorrect, but if an asset 
is realized on, the only part of the incomé that is taxed 
is the amount up te the amount of the treome that 
has already beey claimed as a deduetion, 

MR, STEWART: Quite so. 

MR, HARDIE: Whereas the only way that an oil 
property is realized on by normal operation ds by using 
up the oil that is contained in it and our contention 
is that the depletion allowance LS |b Let! you et “ssine 
of the realization back otagiic realization on capital 
rather than om income. 

MR. STEWART: Well then, let me go back to the 
hypothetical case where we have a property on which 
you have expended $200,000.00, and let us assume that 
production is just about to begin on that property and 
you receive and are attracted by an offer of $5 million 
for the property. It has been suggested to this 
Commission, I think, that if you would sek, if a 
taxpayer in those circumstances selis the property 


for $5 miliion then the excess of the $5 million over 
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the cost which in this hypothetical case would be 
$4,800,000.00 should in some way be subject to depletion 
in the hands of the vendor. Now, do you go that 


far? Are you talking about receiving. depletdan:as/ the 
property 


5 |S productive of petroleum products? 


6 
7 
8 


29 


30 


MR. HARDIE: I think there is quite a good 
argument for the sale value of leases to be considered 
as depletable income since the cost of leases reduces 


the depletion allowance. 
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MR. STEWART: Let me proceed, then, to discuss 
with the you the affect’ of Section 83A. I think we have 
agreed that, at least with regards to properties 
acquired after April, 1Oth,, LOZ, athatraynur eeauisliebor 
costs and exploration and drilling expense can be 
recovered under Section 83A. 

MR. HARDIE: That is right. 

MR. STEWART: So that any depletion, which you 
receive, is over and above actual cost? 

MR. HARDIE: Yes, that is true. 

MR. STEWART: We have, of course, the problem 
in this industry of pre-1962 costs, if I may call them 
that, which can only be recovered if they are recovered 
at all through the depletion allowance. These are costs 
which were not deductible as they were incurred and 
cannot be carried forward under Section 83A. Have you 
any idea how much is involved in the industry as a whole 
in that type of cost? 

MR. HARDIE: I do not have any information like 
that. 

MR. STEWART: In paragraph 52 you are critical 
of the fact that in calculating the depletian ion base 
section 83A expenses must be deducted, and you point 
out later in your ssubmission that this problem is 
accentuated under the 1962 amendments because land 
acquisition costs are treated as Section 83A expenses. 
As I understand the working of the current rules, 
depletion on this basis is not simply déferréd put is 
lost for all time. You agree with that? 


MR. HARDIE: Yes. 
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MR. STEWART: But, I would like to get your 
reaction to this. So long as the depletion allowance 
is not on a property by property basis but is related 
to the total production income of the taxpayer, is this 
not pretty much inevitable that Section 83A expenses 
must be deductible? The reason that I make that 
suggestion to you. is that if you were going to be 
allowed all these expenses in the compution of income, 
then does it not follow that you should be required to 
take them in the computation of production income? 

MR. LOUGHNEY: You are speaking of Section 83A. 

MR. STEWART: Yes. 

MR. HARDIE: I think, if I get your question 
correctly, that what you are suggesting is that under 
the present rules this is required, and I agree with 
this -- this is what is required. If you are going to 
change -- and this is what we suggest, that a change be 
made -- this is going to require some changes in the 
rules. 

MR. STEWART: Is it going to require to get 
away from the present system of taking the properties 
as a whole, and is your suggestion appropriate only if 
depletion is allowed on a property by property basis? 

MR. HARDIE: The change can be of.one or two 
different kinds. It could be on. property by property 
basis and require only the deduction of related 
expenses or expenses related to the actual production; 
or alternatively it could be changed t@ some sort of 


grosth allowance. 


MR. LOUGHNEY: It could be field or area, 
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Fields, for example, are designated by the Conservation 
Boards of the respective provinces and ate “thenproperty of 
the taxpayer. Any particular field could be dealt with 
as a single property. 

MR. STEWART: That is perhaps an extension of 
the property by property basis. You are taking groups 
of properties by groups of properties. 

MR. LOUGHNEY: In a way, it is yes. The way 
our business operates, it is not long after a field is 
found, that initial wells are discovered, the development 
and drilling takes phace. And then, in a great many 
fields we unitize the field and then it becomes a single 
property. We all have the undivided interest in any 
single property as opposed to separate properties. I 
think this question really goes to the point of whether 
in an extractive industry you are entitled to 
depletion allowance or not. If you are entitled to the 
depletion allowance, it does not seem reasonable that 
allowance that you get under Section 83A, while it is 
certainly desirable, at the same time they have the 
effect of taking in from us depletion allowance granted 
by the Act. The company that is carrying on an active 
exploration program nee@ substantial reserves for a 
good rate of production, but still the effect of this 
program and the charges against Section 83A could be 
of such a magnitude that he would never enjoy any 
depletion allowance. This has been true in a number 
of companies. 

MR. STEWART: Perhaps I can put this case to 


you because it is more than likely that I have not 
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appreciated the problem. Let us take the case of an 
exploration and production company which has this Section 
83A allowance which is undoubtedly very important to 
it. Before it is in the position of paying taxes at 
all, it must have absorbed this Section 83A expense. 

MR. LOUGHNEY: That is correct. 

MR. STEWART: You say that what We shouid do 
so far as depletion is concerned is allow depletion 
without regard to Section 83A production. This 
particular exploration and production company, that I 
speak of, can have no taxable income from which to 
deduct depletion until it has income, and it cannot 
have income until it has carried forward its exploration 
and drilling expense. 

MR. LOUGHNEY: What is the incentive for that, 
and the company to spend more money generating more 
deductions under Section 83A when the risk is so high 
in our business, as you all know. It is the type of 
dollars we are trying to create in depletion. To drill 
holes is very expensive, and a hole may prove to be 
a dary hole. 


THE CHAIRMAN: Your pit 


profit. 

MR, STEWART: This is a different question, 
the one I am putting to you. What I am swinging: on is 
how the question of depletion arises in the case of a 
production company until Section 83A expense has all 
been carried forward -- how does it arise because 
depletion, if I understand it correctly, is a deduction 


from taxable income. This company has not any taxable 
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income until it has carried Section 83A expense forward. 

MR. LOUGHNEY: We prefer we be back on some 
kind of property basis whether property by property. 
Then, Section 83A deductions are deductions just to be 
covered from a property and then the balance of the 
income from that property is subject to depletion 
allowance. This generates the funds that are needed to 
carry on further exploration. Otherwise, there is the 
person who comes in and buys the property, gets Section 
83A deduction from acquisition and is a producing 
property, and has no further expense other than 
developing of drilling, nothing in the way of 
exploration. In the end, he receives more benefit 
than a company who is seriously carrying on an 
exploration program to improve the oil and gas reserves. 
If we reach the production capabilities in Canada, 
that our study indicates, they are ahead of us. 
Somebody has got to spend that kind of money. 

MR. STEWART: I come back to what I was 
suggesting to you a few moments ago, that perhaps the 
importance for depletion purposes of eliminating the 
requirement of deducting this Section 83A expense in 
the computation of the depletion base, the importance 
of making that change may arise really only if you 
are, for depletion purposes, on a property by property 
basis? 

MR, SHEPARD: Or a group. I think it is 
important from the standpoint of administration that 
the group basis would substantially reduce the detailed 


administration of that kind of. provision over a property 
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by property basis. In a field, there might be as many 
as 400 or 500 wells. 

MR. STEWART: Yes. You suggest the combined 
effect on ee rules, with regard to Section 83A 
and depletion, is to discourage explorations and 
drilling. I suppose what you mean really is not that 
there is active discouragement but your incentive to 
go on exploring and drilling is reduced? 

MR, LOUGHNEY: Yes. 

MR, STEWART: You urge, paragraph bz Or 
your brief on page 30, that our present depletion 
provisions be liberalized so that exploration would be 
stimulated. I appreciate, of course,that one change 
in the rules that you would like to see is the 
termination of the obligation to deduct Section 83A 
expense. What other liberalization have you in mind? 
What, if any, system of depletion would you like to 


see introduced in this country? 


| 
) 
| 


beatcnos sit davagua aoe see) a ist 3 


are 7 
| et. betel. 
| ern it a 


ie 6& ee 


a mi 


ifs 
at me 


Ae! gatso0 oi bumgon)sttkw aes 3 ran: 
bas arotistalaxe egetwenath ov mt aaneete 

gens sonnet _iteew assem voy dedi, ‘papi Sieit eats nie 

od svi iqomt «voy dud tremegervonath evita ; 

tbesuber af gabiich bre gabcolqee ‘0:08 

ak *YAVRRUAL 4M oes | 

oe eee coyeu do RAMEE sme 

notvelqab treeetg) Avo: dads, OF) egeq Ho reba, OE 

ed Bison nolvetolqae oasit 0 bexiLavedhr ad ssotatvotg: | 


i 
" 


oniero ono dstkt.sarges to ,.staloezggs r dotetuntda | 
= otis abwee OF sks bivow voy dade seler od, at © 2 
AFR nesdos® toubeb of moldsgl ide: edt to notvsatnerodt . 
Shale ak voy ovndt aptieshietsdL. wedso dedi .sameqne 
ov ait voy ‘bivow notvelqeh to saveye .eme Ih taut 


Pease. eidd az beoubasdalb 908 


= 
: er ie | 
Tom ie osgue Ait spre pri 


D> Arye, B carhgeam = 


ANGUS, STONEHOUSE & CO. LTD. ry 
TORONTO, ONTARIO eA! (7 


MR. HARDIE: I think our main request here is 


basis which does not require the deduction of what I 
refer to as non-related exploration cost. 

MR. STEWART: Yes. Now if we are on a basis 
of that sort, would you be content with the present 
basic approach under which?$110wance is a percentage of 
production income, provided the production income is 
on this area by area or property by property basis? 

MR. HARDIE: I think we would be happy with 
that arrangement. 

MR. STEWART: You are not advocating then, 
for this country, the type of depletion allowance which 
is in effect in the United States at the present time 
where, as I understand the allowance, it is based on 
Gross income with certain limitations. 

THE CHAIRMAN: I think it is optional on gross 
eel. G2 

MR. STEWART: As I understand it, the American 
system, and these gentlemen will correct me if I am 
wrong, is 273 per cent of gross income property by 
property with a limitation of 50 per cent of taxable 
income in the case of each property, provided that if 
cost depletion on the unit production basis produces 
a higher amount, larger amount, then you take cost 
depletion. 

MR. HARDIE: That is true. 

MR. STEWART: Now from your point of view is 
there any preference between that type of system and 


the production income system we have in this country 
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1] at the moment? 


2 MR. HARDIE: It would appear, from what we 

3|| have looked at, that it produces about the same amount 
4| @ allowance. 

5 MR. STEWART: That applies, I understand, if 


6| the amount that you expend on current exploration is 

7 within a particular range? 

8 MR. HARDIE: If you are only going to have to 
deduct the exploration in the area that belongs to the 
productive wells that are producing the income, we 
think this will give us approximately the same amount 
of allowance as is obtained under the U.S. allowance. 

MR. STEWART: And this is on the 33 1/3 per 
cent basis? 

MR. HARDIE: Yes. 

MR. STEWART: Well now if you consider -- 
perhaps I should put two questions to you together. Do 
you consider that the object of depletion allowance, 
or that one object of depletion allowance is to stimulate 
exploration? If the answer to that question is in the 
affirmative, is there any means by which, through 
depletion allowance or otherwise, we can encourage 
the explorer as opposed to the person who purchases 
proven acreage and, at the moment, gets some kind of 
an allowance? 

MR. LOUGHNEY: Depreciation allowance provides 
the funds to encourage the explorer. That is the theory 
of your depletion allowance. Now I believe your 
question really goes back «>. other way: The person who 


is not prepared to spend exploration dollars, is he 
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entitled to the same treatment? Am I correct? 

MR. STEWART: That is right. What I am really 
trying to get at is, in your opinion, should we be 
giving, through our tax laws, some special incentive 
to encourage exploration as such? 

MR. LOUGHNEY: We have had in Canada over the 
years some forms of incentive tax relief, such as the 
deep hole tax credits we received up until a few 
years ago. I think, by and large, the depletion 
allowance related to a property or field, together with 
Section 83A would provide the necessary incentives and, 
in turn, the cash flow that is necessary for a company 
such as our own to carry on an adequate exploration 
program. 

MR. STEWART: Thank you very much. Now as you 
know, the depletion allowance to the extractive 
industries which have been in effect in the United 
States, have been under attack there for a good many 
years and I would like to explore with you, very briefly, 
the basis of the attack that has been made on them and 
get your views as to whether or not the same consideration 
are material here. 

One of the points, as I understand it, which 
is made in the United States arises from this: Is it 
considered that the after tax return in the petroleum 
industry is normal, or abnormal and if it is abnormal, 
is it abnormally low or abnormally high? 

MR. RUNNALLS: We have some figures based on 
Shareholders equity. The only information we have been 


able to develop in this area has been on a return of 
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shareholders equities which, of course, is not a very 
good yardstick in comparing different industries because 
of the method of different accounting practices in the 
various industries. 

MR. STEWART: What emerges? Have you figures 
as to the average or typical return in this industry 
and possibly some other key industries? 

MR, RUNNALLS: Yes. There has been, in the 
oil industry, a deterioration over the past ten years, 
and whereas this is true in some of the other 
industries, it has not been as great. 

The pulp and paper industry over the past ten 
years, on the basis of return on shareholders equity, 
would average about 12 per cent, 114 to 12 per cent. 
While this is not true in the oil industry, and 
particularly for the past few years, there has been 
deterioration because of the highly competitive 
marketing conditions within that aspect of our 
operations. 

MR. STEWART: What would be the sort of typical 
return inthe petroleum industry? 

THE CHAIRMAN: For the same period of ten or 
twelve years. 

MR. RUNNALLS: It has ranged from 7.2 per cent 
to 12.1 per cent. Whereas, in the pulp and paper the 
low is 9.3 and the high is 14.6 per cent. 

MR. STEWART: The pulp and paper industry is 
another natural resource industry. Have you got 
figures for other industries as well? 


MR. RUNNALLS: We have figures for iron and 
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steel. Of course, in the iron and steel area this 
includes a range of manufacturers and really does not 
cover the mining aspects of it other than what someone 
like Steel Company of Canada would have tied up in the 
way of mining resource. Their range is, in this same 
period, from a low of 7.5 per cent to a high of 12.1 
per cent return on shareholders equity. 

MR. STEWART: Let me put it to you this way 
Mr. Runnallis: I take it that you would not consider 
that the return in the petroleum industry on this 
basis is abnormally high? 

MR, RUNNALLS: That is correct. 

MR. STEWART: As I understand the argument which 
is developed in the United States, if your after tax 
return in this industry is not abnormally high, then 
where you have a depreciation allowance which is not 
available to industry as a whole, it must follow that 
your pre-tax earnings are abnormally low? 

MR. RUNNALLS: That is right. 

MR. STEWART: So that the question which is 
raised is whether the country as a whole are indirectly 
subsidizing through a depreciation allowance an industry 
where the return before tax is abnormally low. Now what 
comment would you make on that particular criticism of 
the tax treatment of the petroleum industry? 

MR. LOUGHNEY: Are you speaking of the United 
States now, or Canada? 

MR. STEWART: I am speaking of the United 
States because I am basing what I say on what has been 


Said in the United States but I am naturally wondering 
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whether, if the point is valid there,..it is*neot. also 
valid here. 

MR. LOUGHNEY: Well part of it is the inherent 
nature of our business. Of course,the amount of money 
-- I am speaking now for British American because I 
cannot speak generally for the industry in the United 
States. I am not that familiar with it, but the amount 
of money that we spend in our exploration enters is 
relatively high in comparison to our total capital 
expenditures in the year's time, and the return often- 
times is not directly related to the time in which your 
money is spent. Your money may be spent years ahead 
of the actual return from the program. 

We are carrying on an active program at the 
present time. It may be five years from now before we 
realize, much profit from that. I do not agree with 
the suggestion that the people in Canada are actually 
subsidizing the oil industry by way of depletion 
allowance because certainly we have not enjoyed the 
depletion allowance to date. 

MR. SHEPARD: I would like to offer a comment 
to Mr. Stewart on this point, that it seems to me that 
this criticism is based, or necessarily results from 
a misconception of depletion in that it is ignoring 
the fact that the depletion is provided because of the 
wastage of a capital asset. 

It would sean to me if this point of the 
wastage justificationfor the depreciation allowance is 
kept in mind, that the criticism you make in the States 


that is current, would disappear; would not be justified. 
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MR, STEWART: Mr. Shepard, as I understand the 
classic approach to depletion, it was that it relate 
to a wasting asset and it was intended to permit the 
owner of the asset to recover his capital cost over 
the period of exhaustion. Now I think I indicated 
earlier it seems to me that part of the overall problem 
of the taxation of the petroleum industry in Cmada 
at the moment is that the capital cost, except the 
1962 costs which are still being carried forward, is 
allowed under Section 83A and that, therefore, what 
may at one time have been the justification of a 
depletion allowance no longer applies. What we are 
looking for is further and current justification. 

Would you consider that the reason, for 
example,that the current pre-tax return in this industry 
in the United States may be abnormally low could be 
that the American system of depletion has been in 
effect so long that it has got built into the whole 
structure of the industry with the result that 
companies are prepared to continue exploring, knowing, 
in the case of large companies at any rate, that they 
are going to have the benefit of the existing tax 
structure? 

MR. SHEPARD: I think this is probably quite 
right Mr.Stewart and I think it would, therefore, be 
an extremely serious step, and I am sure this is why 
perhaps the step has not been taken, to eliminate or 
even think in terms of reducing the depletion allowance. 

When you were having your discussion with Mr. 


Hardie on cost versus value, in terms of what is the 
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base of depletion, I had thought of making a comment 


2) and perhaps I might make it now. It seems to me, and 
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perhaps I am over-simplifying it, that by having this 
kind of concept in mind, if we take a $5 million value. 
in a producing oil property, which was part of your 
illustration, and put it up alongside a $5 million piece 
of real estate which is not a wasting asset -- I am 
speaking of real estate that is worth that amount of 
money -- if the person who owns the real estate pays 
$200,000.00 for what he can sell at $5 million, he gets 
a profit of $4,8 million free of tax. It is a capital 
gain. If the man who has the initial investment in 

the oil well of $200,000.00 produces that well for half 
its life, so that it is only worth half its value, 

let us say, rather than cost, if he gets no depletion 
in the interim time, he has really no incentive to 
produce it. His incentive is to sell it and make the 


capital gain. 
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MR. SHEPARD: It seems to me to an extent 
we are mixing apples and oranges, and perhaps, to me, 
the simplest way of keeping depletion in proper perspect- 
ive in this kind of discussion is to continue to 
relate it in my thinking to the wastage concept. 

MR, STEWART: Doenlt we get into this 
position, Mr. Shepard, and I don't say it is a wrong 
position, I am simply trying to explore this thing 
with you, that if you acquire a property, a exploration 
property and you are successful in your exploration -- 
I am well aware you are not successful in all of them 
-- then as matters now stand you can recover through 
depletion through the combined effect of Section 
SSAltand ithe depletion allowance not simply 100 per 
cent of what you have invested in the particular prop- 
erty, not 200 per cent, not just 300 per cent or 
1,000 per cent, but if you take this hypothetical 
$5 million case you can recover 2,400 per cent of your 
investment on a tax deductible base. 

MR SHEPARD: »That is quite right, Mr. 
Stewart-and it is precisely the point I am making. There 
must be the underlying thought there is a difference 
between depletion and depreciation. The depreciation 
is basically a recovery of cost. Depletion is not. 

MR. STEWART: That is granted. I shouldn't 
say it is granted because it isn't for me to grant 
anything. If that is so then you say that one should 
take into account wastage, but how much wastage do you 
take into account? The question that I am fumbling 


for is should there be any kind of a .limit on the 
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amount of tax credit you should receive in respect 
of a particular property and if so should the limit 
be related to cost or some other factor? 

MR, SHEPARD: It should be related to value 
as my learned colleague, Mr. Hardie so stated. 

THE CHAIRMAN: Did he so state? 

MR, STEWART: He did earlier, Mr. Chairman. 

MRS SHEEARD: “Yes, “he did: 

MR. STEWART: It appearsyou may recall 
in a paragraph that I referred to earlier, paragraph 51 
on page 27, the second sentence. 

THE CHAIRMAN: I well remember this and I 
am very clear that he referred to value but it was the 
explanation of the purpose of depletion -- I didn't 
think there was a limit placedm the amount of depletion. 
Are you recommending at any time depletion ceases 
because the full cost is recovered? 

MR. STEWART: In our earlier discussions 
he interpreted value as being not the cost to the owner 
but the value that could be recovered from the property. 

THE CHAIRMAN: I folbw that. 

MR. HARDIE: If I might add something here. 
This I think is what the Act now attempts to provide 
because they relate depletion allowance to income. 

This income has a relationship to the value of the asset. 

THE CHAIRMAN: I think someone is going 
to have to take a little timeto educate me on the 
matter of depletion. I can find nothing in the Act 
to say @epletion is the reduction of one-third of the 


income which would be equivalent to reducing one-third 
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of the cost, in other word that it was one-third of the 
tax so paid, but as far as providing money, making 
allowance -- I am lost. I recognize that good account- 
ing is that which you show on your financial statement 
and the every other o11 company shows in its financial 
statement. I haven't heard anybody refute that with 
any conviction so far and I have yet to find that provision 
on any of these statements. iheretore T *think depletion 
must be something over and apart from the determination 
of income.* If that ts correct it can only be 
incentives which is what you say here. It is a measure 
Or ancome, I ttrink: It nay De, but IF would think 4+ 
is not the bést measure of income. If it was the best 
measure of income it would be in your financial state- 
hents. “Am-Il not richt in that? 

MR, HARDIE: I think our financial 
statements Ae, statements of our historical costs 

THE CHALRMAN: Are you going to tell me 
there is a better way to measure income than in your 
financial statement? 

MR. HARDIE: No. 

THE CHAIRMAN: Thank you. 

MR. LOUGHNEY: If you want to get back to 
the rate of return using our own company as an example 
our rate of return in the last five years before 
depreciation and income tax is in the prance “of “12. to 
14 per cent and after tax is five to seven per cent. 

MR. STEWART: On what? 

MR. LOUGHNEY: On capital. 


MR. STEWART: The shareholder's capital? 
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1 MR, LOUGHNEY: Total capital. 

} 
2 | , MR. STEWART: Capital in surplus. 
3 MR. LOUGHNEY: And the rate of return in the 

| 


4 States on domestic production is in the range of slightly 
S| under 10 per cent,about 9-1/2 per cent at the present 

6| time, and has been for the last four or five years. 

7 THE CHALRMAN: That means over half of your 

8] pre-tax profits are disappearing into tax. 


, MR. LOUGHNEY: Tax and depreciation. The 


10] first figure I gave was before depreciation. 

11 THE CHAIRMAN: Was before depreciation? 

12 MR. LOUGHNEY: That is right. 

13 THE CHAIRMAN: Thank you. 

14) MR. STEWART: Well now, one criticism of 


15|) the American System of depletion allowance which I believe 


16/ has been made in the United States is that depletion » 
» 17 was permitted inthe first place to help the small 
18 taxpayer whereas, imfact, depletion. on or the. great 


19|-bulk of the depletion’: which is taken in the United 


20 States is taken by the larger companies. I have before 
21| me a booklet entitled The Federal Revenue System, 

22/ Facts and Problems, 1961 which was published by the 

23/ U.S. Government printing office in 1961. On page 94 


24/| I find this statement: 


25 | "Moreover, it is contendd that one 

26 "of the principal reasons offered for 

27 "preferential tax treatment in the extractive 
28 "industries is the relatively great risk 

cg "associated with exploratory and developmental 
30 


"ventures. Such risks are alleged to be 
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"particularly burdensome for the small, 
"independent operator. Indeed, it was to 
"offer encovragement to the small prospector 
"that spectal depletion allowances were 
"first introduced. The most recent data 
"available from Statistics of Incom, 
"however, show that 71.2 per cent of the 
"3.1 billion. total depletion allowances 
"claimed by corporations in 1958 were on 
"returns of companies with assets of $100 
"million or more, 88.2 per cent of the 
"total was claimed by corporations with 
"assets over $10 million and 96.7 per cent 
"was accounted for by companies with at 
"deast $1 million in tobal assets. 
"Companies of this size are in a position 
"to protect themselves from overall losses 
"and in effect insure against the extra- 
"ordinary risks of prospeecing and deve loping 
"particular mineral properties through broad 
"diversification of efforts. Accordingly, 
"it is maintained that the distribution 
"of the incentives of special depletion 
"allowances is quite different from that 
"conceived in’ the original provision." 


I wonder if you would care to comment on 


that, that depletion was invented for the benefit of the 
Small man and, in fact, it is being used by the large 
Companycand the suggestion is Gi.otUh hiss et | op 


that the large company doesn't really need it. 
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MR. LOUGHNEY: First, I would like to 


Say that is completely a theoretical statement as far 


as I am concerned with my knowledge of the oil industry. 
The depletion allowance if you want to trace history, 

it goes back to the original discovery allowance, discov- 
ery depletion which was related back to the initial 
discovery, a very complicated system by which depletion 
was determined. Granted, if you go back far enough 

you find some of the large companies today werec the 
small companies then, We think a great deal of their 
Success in discovéring oi1 and gas reserves throughout 
the world resulted from the fact that money was made 
available through depletion allowance. Lidonttnthink 
that is a good reason to argue against depletion, and 
ies a ti aeeae of fact I think actually the argument is 
‘still en Lavourgoreakt 


MR, STEWART: In actual fact, Mr. Loughney, 


1 gather from what you said here the number of companies 


in Canada to date which have been able to take depletion 
allowance is quite small. 

MR. LOUGHNEY: That is right. 

THE CHAIRMAN: You are through with depletion, 
are you, Mr. «Stewart? 


MR. STEWART: Not yet. I come back for 


'|,@ moment to this question I have agitated earlier as 


to the quantum of the allewance which arises in part 
from the fact that the entire current costs can now 

be recovered under 83A and that any depletion which is 
Obtained is over and above that. Do I take it that you 


feel there should be no limitation on the amount of 
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depletion, that the 33-1/3 per cent should not be 
reduced and that, in fact, the 33-1/3 per cent gives 
no more than industry is reasonably entitled Doe 

MR. HARDIE: I think this is basically 
what we suggested, that if it is a valid thing at 
all, and we think it is, then there should not be 
any limitationi on it .by pcason of other provisions of 
the Acti, 

MR. STEWART: Well now, at the end o& 
your treatment of depletion, in particular in paragraphs 
59 to 62 you deal with one particular point relating 
to depletion as regards gas production. You suggest 


that there is some discrimination between the mining 


-industry and the petroleum industry in this regard. 


‘Now, could I ask you this: would the problem you refer 
to exist if in a particular CaSe one particular producer 


had a gas plant which treated simply gas from the wells 


lor that producer? Would that problem still remain? 


MRS HARDI BR: Yes.) I: might sayoin: this 
regard that the statement in here as to how depletion 
is calculated is what we understand is the Government's 
opinion. This, I don't think is one hundred per cent 
decided but we understand that that is the attitude 
they are taking on depletion of gas plant revenues. 

MR, STEWART: Your point comes down to this, 
I take it, that in the case of a gas plant whether: it 
treats the gas of one producer or more than one producer 
the deemed profit of the plant then is deducted through 
the depletion base whereas in the case of a smelter of 


a mining company ‘Noy such. deduction is made. 
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1 MR, HARDIE: That is right. 

2 MR. STEWART: Well now, Mr. Chairman, I think 
3| those are the only points I have on depletion. 

4 THE CHALRMAN: I think we might like to 

Sl explore dépletion a little further. TI have one or two 


2 6] minor questions as to depletion, I think it is a 


~y 


taxation concession to achieve a certain national purpose. 
8]/ The national purpose I would expect to be to encourage 

9] exploration. Would you agree that is generally what 

10| promotes depletion? 

11 MR, HARDIE: Yes. 

12 THE CHAIRMAN: That being so would there 

13 not be a more diréct way of encouraging exploration? 

14) Ts there not something that might even be more effective 
15/| than conceding one-third of the tax toward encouraging 


16] exploration? Could we devise a means whereby some 


A reese 


17 concesSion, I wouldn't say depletion -- is there not 

18 a more direct way of going at it? I haven't heard any 

19! suggestion to that effect, but it would seem to me 

20 we might be able to devise something where we could 

21/ relate the consideration closer to the payment? | 

22 MR. LOUGHNEY: I frankly haven't heard of | 
| 


23) a better suggestion than the seneral principle? of depletion. 


24 I know of none. 


25 THE CHAIRMAN: Now, when we think: of the 


27 Department has done with regard to the research expend- 
28 itures, perhaps to allow more than the actual expenditure 
as a deduction -- could that not be allowed very 


a 
| 
| 
26 | most effective methods of concession such as the 
effectively in the case of exploration, say ‘one. amount | 
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doubledthe amount of exploration as a deduction from 

tax? It would seem to me that would be the most perfect 

relationship between exploration and tax concessions. 
MR. LOUGHNEY: I don't believe I could agree 

wittthat. I think it is always:better that whoever 

is spending money is spending his own money. I think 


it would encourage people to do their own type of 


exploration if they got double credit for what they 


did. The incentive would be to do exploration and not 
do propercexploration and there is a great deal of 
difference between the two. 

THE CHAIRMAN: Thank you very much. I see 
your point. 

MR. HARDIE: The incentive would be to spend 
money rather than do exploration. 

MR. LOUGHNEY: Not spend wisely. 

THECCHAIRMAN: I think if you lose money 
you aren't just losing Government money but part of your 
own, 

MR. LOUGHNEY: That is true, 

THE CHAIRMAN: You would see that the money 
was spent wisely. I would agree that the effect of the 
loss would be weakened because a good deal of it would 
rest on the Government. Is there anything else? 

COMMISSIONER PERRY: I have jsomevquestions - - 
UcStarting fromothéhic point that, lIogathery youy ou 
are not now paying taxes on production income and 


probably don't expect to for some years. 


MR. LOUGHNEY: Yes, we pay taxes on praj uction 


income at the moment. 
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COMMISSIONER PERRY: I see, Why are you 
not getting benefit of depletion allowance? 

MR, LOUGHNEY: We just passed the place. 

COMMISSIONER PERRY: You Jjustemerged into 
that position. 

MR. LOUGNEY: Just arrived. 

COMMISSIONER PERRY: I was a little bit 
mystified by this. You haven't yet put in a return 


in which are able to claim the depletion allowance. 
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nd 


pa 1 MR, STEWART: The brief, Mr. Perry, as I 
2recall the submission says up until 1961, during the 
3iperiod that income tax wuld not be paid. 


4 MR. LOUGHNEY: In our return for 1962, we 


wm 


claim depletion: allowance. 
6 COMMISSIONER PERRY: That explains the 
7Ilone thing that was confusing me. However, taking the 


8) proposition that accumulation of exploration expenses 


9iup until now in your own company, and in several other 
Py eeroanics perhaps for some time to come will mean that 
llithere is no tax to pay, how can it be said that depletion 


| 


12/on a different basis would increase cash in hand; cash 


‘available for exploration? You are not going to get 

14) any liability from the Government, or the company in 

1S) this position has no liability to the Government. 

16, MR. HARDIE: It will not pay it immediately. 


17\Tt willdefer the payment of taxes in the future. 


18 COMMISSIONER PERRY: All right, suppose it 


19idefers it for 10 years. Now is the situation that if 
20|ia company Inows that 10 years from now they are pong to, 
in effect, have more years of exemption or lower tax 
at the end of the 10 years, is it going to be willing 
to spend more money today -- not willing, but will have 
the casy to spend? This is the point that you make. 
It will have the cash to spend today. 

MR. LOUGHNEY: It attracts the capital 
that we need to carry on our business. 

COMMISSIONER PERRY: Is this the consideration? 
That cash is attracted because of this. kind of relief 


Which will have an effect ten years’ in the future? 
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I am not trying to strain the case here, but I understand 


there are companies who won't pay any taxes for a good 


many years, Your point is this is a market consideration? 


I cannot see that it has any internal cash 
flow consequences, 

MR. LOUGHNEY: Oh yes. 

COMMISSIONER PERRY: There is no more the 
Government can do to you than absolve you from paying 
any taxes today. 


MR. LOUGHNEY: We have not, in our case, 


for example, received the benefit from the depletion 


allowance that we think the Act entitles us to. 

COMMISSIONER PERRY: TI am suggesting, in 
the case of a company which is using up its income year 
after year and is not having any tax to pay, that the 
granting of a depletion allowance on any basis, although 
going to have an effect many many years from now, is 
not going to effect its immediate position, its immediate 
Cash position. 

MR. LOUGHNEY: Yes, it could effect its 
immediate cash, if you have to go to separate property 
basis in your thinking to arrive at the same conclusion 
I am arriving at. 

COMMISSIONER-FERRY: All I am saying: one 
way you end up not paying any taxes. The company is 
in this position now. By another formula that may be 
arrived at, it may be in the same position: it doesnot 
pay any taxes but does this change its present cash 
position? I am literally looking at some paragraphs 


in your own brief here in which you say that this -- 
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you speak of funds being made available, depletion 
provision thus making available additional cash for 
this activity. 

I can see in your own situation that now 
that you are entering the taxable category it will have 
that effect, but it wouldn't ‘have in 1961. 

MR, LOUGHNEY: It has the immediate effect 
and that is of taxes taking a very substantial part 
now of our net income because of the factithat we are 
not getting the full benefit of depletion allowance 
as we would if the depletion, the present depletion 
allowance were administered on some other basis than just 
the gross or the net income of the company after the 
83A deductions, 

COMMISSIONER PERRY: I agree in your 
present position this would be so, but I am only thinking 
of the apparently several companies in this country 
who have sufficient exploration expenses accumulated 


that they end up being non-taxable on their production 


expenses each year. 


MR, LOUGHNEY: I don't think that condition 
necessarily will go on. I think you have to go back 
into our industry in Canada and recognize that in the 
period 1956, 1957, 1958, in those years there was 
created a demand which was not normal inasmuch as 
we were faced with the Suez crisis and our industry 
developed at a much faster rate than it would have under 
normal conditions. As a consequence, many companies 
accumulated a large, what we call backlog or in other 


words. through 83A expenditures which, in our case, 
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1] we now have used “>>. up and yet during those years | 
2| we have carried on for us a normal type of exploration 

3], programme. 

4 Now beginning in 1962 our tax rate will be 

5] very high and, as a consequence, it takes dollars away 

6] that we might otherwise use in the exploration programme. 

7 We have to tailor the programme of production exploration 


8] to fit the revenue after payment of all expenses and 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 

9] taxes. | 

10 COMMISSIONER PERRY: Well the only or the | 

11| easiest way that you can keep these dollars of exploration | 

12/ is to spend them. | 

13 MR. LOUGHNEY: No. It is not necessarily | 

14) the case, The easiest way to keep them is not to spend | 

15/ them at all. 

16 COMMISSIONER PERRY: Oh yes. You are speak- 

17 ing of exploration expenses? 

18 MR. LOUGHNEY: That is right. 

19 COMMISSIONER PERRY: I am afraid I am still 

20/ left in confusion as to how the benefit, which would 

21]| be very much a deferred benefit in many cases --- 

22 MR.LOUGHNEY: It really isn't deferred. 

23 COMMISSIONER PERRY: --- is going to affect 

24 your cash position, This is the claim you are making? 

25 MR, LOUGHNEY: It isn't really a deferred 

26 position if you follow me on the separate property basis 

27! or field basis as contrasted to the manner in which 

28 depletion is computed today and we recover first from 

a property, we recover first our actual out-of-pocket 


costs of developing the property; t'hose charges that 


| 
' 
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are properly classified under Setttion 834. Then having 
used those up, then the income from that point on is 
subject to depletion allowance so that one-third of 

the income is not taxable. That one-third of the income 
is not deferred. It is immediate. Those funds are 
available now. 

COMMISSIONER PERRY: I can follow the 
arithmetic sir. I just wondered what effect this would 
have had on you in 1961, for example. You would have 
ended up --- 

THE CHAIRMAN: You are just simply saying 
that there cannot be any benefit when youare taxable, 

COMMISSIONER PERRY: There is nothing better 
than not having any tax to pay, if you are going to 
get benefit under those conditions. 

MR, LOUGHNEY: There is no question about 
it, in our own case. Because of the fact that we are 
paying now full taxes, we have cut back on our capital 
expenditure programme, by which exploration has suffered, 


to some extent, simply because we do not have the cash 


flow that would permitus) to carry on; 

COMMISSIONER PERRY: I can see this as soon 
as you do become taxable your taxes are increased. I 
am afraid I am asking you to think back to the years 
when you were not taxable, which I assume is still the 
position of quite a few companies in this country. 
£ find it difficult to see that any different mix of 
the tax treatment would have changed your cash position 
in those years by one penny. 


MR. LOUGHNEY: Well it would to this extent: 
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| we would have applied the Section 83A to our total 
2| income. We would have applied, amthen have received 


3}, no depletion allowance, going back again to the separate 


4! property basis, the 83A would have been deductible 
S| from the income from certain property and then they 
6 


would have had depletion allowance and that would have 


7Icontinued on and instead of having used up all of our 


00 


Section 83A, I think we would still have some. 

9 COMMISSIONER PERRY: Another way of arriving 
10| at ithis result would be to say that in the future you 

11 may deduct 83A expenses only up to half your income. 

12 Something of that sort. Then you would be able to 

13 carry these things forward and you would have twice 

141 the period to be able to take depletion and I think 

15 everyone would be happy according to the story we 

16} often hear. 

17 MR, LOUGHNEY: I am not familiar with the 

18 story that you often hear so I cannot comment on that 

19!) one, 

20 COMMISSIONER PERRY: The point is that there 
21} are other ways of making depletion effective in its 

22 present form than the one you are proposing. Another 


23 way is to assure that there is a profit to which it can 


apply. 
25 MR, LOUGHNEY: If there is no profit, there 
26 is not very muchiimentive to do exploration is there? 
ai COMMISSIONER PERRY: No, I dom't think this 
28 


is the case that has been made, that you are carrying 
on a non-profitable organization. Anyway, my original 


point related to its effect on cash and is apparently 
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viviated because of the fact you are now in a taxable 


course, 

THE CHAIRMAN: Mr. Loughney made a statement 
I was very much interested in. We give considerable 
thought and attention to the effect of taxation and not 
very often are these well documented. People do say 
to us that they think the effect is such and such, 
but when we say can you illustrate it, it is very hard 
to support. You have just indicated that the result 
of taxation on you in the future is to curtail the 
expansion of your company? 

MR. LOUGHNEY: That is correct. 

THE CHAIRMAN: And that is an important 
matter and you aresaying that if it were not for 
taxation, you would have spent more of capital accounts 
on projects which would be good and profitable to you 
and that because of the lack of cash flow, shortage 
of funds, you deferred those. Is that correct? 

MR, LOUGHNEY: That is correct, yes. 

THE CHAIRMAN: Would this be substantial? 

MR. LOUGHNEY: Well it could be to the 
extent of, in 1963 $7 million, $8 million. In 1964 it 
is about $10 million. 

THE CHAIRMAN: If your company was free of 
tax, those amoumts would have been spent? 

MR. LOUGHNEY: Well generally I wouda say 
yes to that question. Now if you ask me specifically 
Just what items were cut out of the budget I would 


hesitate to say, but I dolnow we just completed our 
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budget studies and we do know that all of our departments 
were asked to curtail their expenditures because of the 
impact of increasing taxes on us, and not the least of 
which was our exploration effort. 

THE CHAIRMAN: We have, you see, endeavoured 
to run down the effect:of some of these incentives, such 
as investment allowance. By asking ¢: questions I 
have been led-to believe that the impact on small 
companies may be more serious than it is on large 
companies. They may receive more benefit. That the 
large companies are generally looking ahead for a very 
long period of time and their capital expenditure through 
developments are not going to be affected by any 
great extent by changes from year to year. ‘You have 
given us a perfect illustration where that is not so in 
your case, 

MR... LOUGHNEY: That is correct. 

MR, SHEPARD: I think it would be right, 

Mr. Carter, that the comments that Mr. Loughney has 
made are not just restricted to the impact of income 
tax because just recently we have had other kinds of 
taxes that your Commission is fully familiar with. 
Sales tax, increase in sales taxes as well. 

THE CHAIRMAN: I am sorry. My questions 
were directed only to income tax. 

MR, SHEPARD: I appreciate that. 

THE CHAIRMAN: When I said had there been 
no income tax would you go ahead, I meant just that. 

MR. SHEPARD: I appreciate that. C:: That 


Same line of reasoning, in my thinking at any rate, 
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L is applied to the impact of the increase in other taxes 


2 as well on a company such as ours. 


3 THE CHAIRMAN: Thank you. 


> 


MR. STEWART: Now gentlemen I would like 


to put some questions to you on other aspects of petroleum 


an 


taxation, It has been suggested, for example, that the 


Section 83A deduction should be allowed not against 


~T 


income as a whole, but simply against production income 
and that the effect of the present allowance is to 
discriminate in favour of integrated companies as 
opposed to non-integrated companies. Would you care 
to comment on that? 

MR. LOUGHNEY: Well I don't agree with the 
suggestion that there is any discrimination. because 


certainly there is nothing to prevent any company in 


the oil business from becoming fully integrated, if they 
wanted to take the calculated risk of going into the 
market. It's a matter of choice with them. They choose 
to stay only in the production+exploration end of the 
business by choice, that is their decision. 

MR, STEWART: But Mr. Loughney is it not 
a fact to become an integrated oil company in Canada 
at the present time involves an enormous amount of 
capital which a great many people could not raise. Does 
the question not really come down to’ the fact do the 
present rules with respect to Section 83A favour the 
large fellow at the expense of the small fellow? 

MR. LOUGHNEY: I think, Mr. Stewart, if you 
go back you find that some of the incentives that are 


not possible under Section 83A, were actually instituted 
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to encourage companies who were then engaged in the 
refining and marketing end of the business, to develop 
their own reserves and reduce the dependence of Canada 
on imported crudé and we feel that °-4¢ is still 
necessary, certainly to our business, that we can 
continue to look, despite the fact we have what we 
regard as substantial reserves of oil and gas, still 
continue to look for oil and gas reserves to take care 
of us in the future. 

Going back to the statement that was 
made on the balance of trade, we feel in time this 
can be a plus factor on the balance of trade when our 


exports exceed in value the value of the imports. 
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I think myself that an integrated company should be 
encouraged to seek and find some reserves, and by the 
use of Section 83A against total income is one method 
by which they can be encouraged. 

MR. STEWART: Integrated companies are permitted 
to deduct Section 83A expende from all their income. 

It has been suggested that companies, which are not 
primarily in the petroleum business, and individuals 
Should have the right to deduct such expense or income 
from all sources and not simply from petroleum income. 
Would you see any objection to that? 

MR. LOUGHNEY: This is where I part company 
with some of my good friends, and I do. L feel that 
part of the abuses of this problem were from the 
allowance probably given as a result of the fact that 
people, who are not really in the oil industry, are 
enjoying benefits with those who do, I feel that the 
rule followed in Canada, the primary source of income 
is your basic business, is a much better rule to 
discourage entrepreneurs who are not really people coming 
into the business. This is the kind of money that does 
not do us the good it should. 

MR. STEWART: We were talking about the 1962 
amendments and the fact that now the acquisition cost 
of petroleum properties is deductible and the proceeds 
of disposition of petroleum properties are to be 
brought into income. Could you say whether these 
changes have had any effect on the prices of petroleum 
properties generally? 


MR. LOUGHNEY: We get two kinds of properties. 
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One is the producing properties, and ohe is undeveloped 
propertiés, 

MR. STEWART: Yes. 

MR. LOUGHNEY: The fact that the income is 
taxable as ordinary income should discourage the sale 
of properties. We have evidence that it has done just 
that. 

So far as undeveloped acreage is concerned, 
it may have had some effect. If so, very slight because 
I know in our own case, when we determine the amount 
that we are prepared to bid on land as tendered, we do 
not take into account the fact that it is an item that 
is chargeable ot deductible under Section 83A. We try 
to bid in accordance to what we think our competition is 
going to be, It may have had some affect on? ib, but ic 
is an immeasureable affect we cannot determine. This is 
a point we have considered and we have watched for some 
evidence of it. But, we have found very little. 

MR. STEWART: What about the effect of these 
new rules on take overs in the industry, using take 
over in the first instance, at any rate, iin the sense 
of share take overs? 

aR. HERDS: Yegao hes) Gaink ib) can nevecany 
effect on the case where you are buying shares of the 
company. . There is no provision for any greater tax 
deduction. If you buy a company of this nature, the 
purchase price of such a company share is not allowed 
as tax deduction, 

MR. SHEPARD: Let us put it another way. The 


purchase of shares does not involve purchase of lease. 
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MR. STEWART: If I can extend the term "take 
over" to purchase of assets voubjest.1to ibhabblbtiesras a gobing 
concern, would the change in the rules have any effect 
on that type of thing? 

MR. SHEPARD: I would think a change in the 
rules would confirm what Mr. Loughney said, the 
reluctance of the vendor to sell by that route because 
if he did he would be taxed. If he sold his shares he 
would not be taxed. 

MR. STEWART: As far as a person who may be 
contemplating a take over bid for assets, does it also 
apply when he determines what he is going to offer, he 
doesn't -- the tax factor is not a primary factor? 

MR. SHEPARD: I think it would be. 

MR. STEWART: You think it would be a primary 
factor? 

MR. SHEPARD: He would take into account the 
reluctance of the vendor to sell, and he might have to 
increase his price accordingly. 

MR. STEWART: And also be influenced by the 
fact that he would have a tax deduction in respect 
of the acquisition cost? 

MR. SHEPARD: Yes. 

MR. STEWART: It.was suggested, shortly after 
the 1962 amendments came in, that they might have an 
effect on the financing of acquisitions in your 
industry, in particular that they might result in the 
ABC type of deal, as it is called in the United States, 
becoming feasible for Canada. Have you any indication 


whether or not that has happened? 
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MR. HARDIE: I do not know of any case where 
it has happened and while the amendments might have 
helped on the case of the purchaser on oil payment, it 
has had the opposite effect on the egeller of the,oil 
payment because under the new rules there is no doubt 
that the sale price of the taxable income is in his 
hands. I think this would discourage the sale of an 
oil payment. 

MR. STEWART: Perhaps we can take a few 
minutes on the earlier part of your brief which has to 
do with more general questions. 

The first point relates to what has become 
to be called nothings, and in paragraph 18 on page 9 
of your brief you deal with the question of deductibility 
of expenditures you make on properties belonging to 
others. I am not quite sure what type of relief 
you would like there. Are you suggesting, for example, 
that these expenditures should be treated as though 
you were the owner of these particular properties and 
that you should be entitled to capital cost allowances 
in respect to the amounts’ invdélved? 

MR. LOUGHNEY: Yes. 

MR. HARDIE: We would like relief one way or 
the other. This, of course, would be preferable if we 
could get the deduction as expense immediately. We 
would be satisfied with the relief of capital cost 
allowance, 

MR. STEWART: It occurs to me that if you were 
allowed these expenditures as a current deduction, this 


might lead to abuse. There may be a great many 
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expenditures which were dealt with that way rather 
than throughe thercwner of the property, himself. 

COMMISSIONER PERRY: Is it fair to ask if 
they would be satisfied to accept whatever treatment 
woulditave been given had they been the owner? 

MR. LOUGHNEY: Yes. 

COMMISSIONER PERRY: If they were: current 
expenses ordinarily. 

MR. LOUGHNEY: Yes. 

MR. STEWART: On pages 10 to 12 of your brief 
you deal with the problem of accummlated surplus. You 
Suggest, with every justification, that this is one 
problem that this Commission should consider. You deal 
with a specific point in paragraph 22 which you suggest 
Should receive immediate attention. 

In order to make my point on that particular 
suggestion, I would like to put an example to you... Mr. 
Jones, who owns all the shares of a particular company 
which we will call, far the sake of convenience, Jones 
Holdings. That company, let us assume, is a wholly 
owned subsidiary which we will call Jones Operating. 
Let us suppose that Jones Operating has a very 
Substantial surplus but that Surplus is not designated. 
Now, I would like to consider a couple of possibilities 
in connection with this hypothetical set up of Jones, 
Jones Holdings and Jones Operating. Let us suppose 
that Jones Operating has an opportunity of selling its 
assets subject to its liabilities as a going concern 
in an arm's length transaction at a favourable price 


and for cash. Mr. Jones is attracted by this because 
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if this sale can be effected, then he will be in a 
position to wind up both Jones Operating and Jones 
Holdings, and there he is. 

Let us suppose he considers the alternatives. 
One is to put the sale through and the other is not to 
put the sale through. If he considers not putting the 
sale through but disposing of the assets of Jones 
Operating, converting that company into a cash position 
and wind it up into Jones Holdings, the effect will be 
that the undistributed income of Jones Holdings will be 
very materially increased. If he then wants to wind up 
Jones Holdings and distribute those assets to himself, 
he will be in an awkward tax position. 

Now, his alternative comes along, some arm's 
length purchaser comes along to him and offers to buy 
from Jones Holdings, the shares of Jones Operating; 
and he says to himself, now if I put that transaction 
through then as far as Jones Holdings is concerned 
there is no addition to undistributed income. This 
Jones Holdings surplus will be increased on the 
assumption that it gets more for the shares of Jones 
Operating than is invested, and can then proceed to 
wind up Jones Holdings without anything like the 
personal tax consequences that he had under the first 
alternative. 

Now I put it to you that this purchaser, 
this prospective purchaser of shares of Jones Holdings, 
was dealing with it at arm's length which is not the 
case that you are suggesting. Let us suppose the 


purchaser is dealing with Mr. Jones or Jones Holdings 
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on a non-arm's length basis. I think the tax 
consequences of each alternative may be the same. If 
he follows the second alternative and Jones Holdings 
sells to this purchaser the shares of Jones Operating 
with the tax problems of Jones Holdings and Mr. Jones 
has sold, -- and the purchaser may be in that position, 
on your suggestion, which is that his surplus of Jones 
Operating was not designated before. It should not be 


designated now. 
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The purchaser could move the surplus of 

Jones Operating up to itself on a tax-free basis. Then 
admittedly the undistributed income will be increased 

by the amount of the surplus, but the monies are moved 

up and couldn't be used by the purchaser to help pay 

for the shares of Jones Operating. If my reasonim&cthere 
is correct then is it not a possible reason why Section 
28 presently provides that there will be a designated 
Surplus notwithstanding the shares which are purchased 
are purchase@ on a non-arm's length basis. 

MR. HARDIE: I don't think so because he 
could accomplish that under the present rules, the same 
tax consequence, If Mr. Jones instead of selling the 
shares of JoneS Operating ogee purchaser sold 
shares of JonesHolding; to the new operator and their 
value would be presumably the same if the Holding Company 
hedi nothing except shares of Jones Overating and he 
has no need to keep Jones Holding, so there is no 
disadvantage to Mr, Jones and the new purchaser then 
Owns the shares of Jones Holdings. It is true that 
Jones Holdings' surplus would be designated at that 
point but by your proposition it had very little surplus 
adyway so that this is a minor amount, if any, that 
is designated. At that point Jones Operating pays the 
dividends to Jones Holding which is tax-free because 
the ownership hasn't changed. 

Jones Holdings then pays the dividends to 
the new purchaser and there is no tax because there is 


no désignated surplus so that you have the money moved 


up to the new purchaser with which to buy the shares 
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1) which would be the effect with the other procedure,..Our 


2 
3 
4 


5 


point here is that since this could happen this way 
why not allow it to happen in the normal way than go 
through this. 


MR, STEWART: In the other illustration 


6] that you have just given where the shares of Jones 


7 
8 


Holdings were sold rather than shares of Jones Operating, 
I quite agree up until the present time the purchaser 
could bring the surplus of Jones Operating up because 
ie 28 not. designated, This may now be affected by the 
provisions of Section 138A of the new Bill. 

Is the problem that we are basically faced 
with here not simply this, the tax legislation ahd 
provisions with regard to surplus accumulation and 
distribution, the problem is that they should not 
restrict bona fide business transactions, but at the 
Same time they should catch the surplus stripper who is 
proceeding not in a bona fide business transaction in 
he ordinary sense. 

MR. HARDIE: I think this was the intention 
of the Section.of)the.Act. 

MR. STEWART: I think the difficulty with 
the suggestion, I suggest. to you the aifficulty is 
you have to frame general rules and that if your general 
rules are to be effective against the surplus stripper 
then it may cause inconvenience to the person who is 
not interestéd in that type of thing at all but happens 
to be catight by the general rule, 

MR, HARDIE: Not only inconvenienced, it 


can cost considerable cash. 
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MR, STEWART: That is right. I am wondering 


than you indicate in the brief in your consideration of 
Surplus problems if the accumulation of Surplus which 


is inherent in your -- I will have to start that question 


again, We have a system now whtth taxes the income of 


| 
all corporatior8and then taxes the shareholder when 
that income comes to be distributed. Now in the circum- | 
Stances there is a desire on the part of the shareholder 
to avoid the tax on distribution. 

Is the remedy to the problem basically to 
alter the whole system of taxation of corporate income? 
Have you gone into this aspect of the matter? Have you 
any alternatives to suggest to the Commisston as regards 
the basic method of taxing corporate income? 

MR. HARDIE: We haven't any suggestions as 
to how this might be done. We have as Mr. Shepard 
Says thought this system should be looked at, but we 
didn't think that we had the infarmation or the means 
of getting the information to find out what the impact 
of such a major change of the tax structure would have 
on the basic economy of the country. 

MR, STEWART: I just have a couple of questions 
with regard to the special type of corporations which 
you deal with at pages 12 to 19; The first type 4s 
Crown corporations and you suggest there that Crown 
corporations should not be exempt from income tax if 
they are engaged in a commercial enterprise, Have you 
considered the problem of determining what the income 


of such a corporation is in particular circumstances? 
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Let me give you an example: Suppose that a Crown corpor- 
ation has a monopoly in a particular area in its 
particular field, and that it has established a 
price structure which reflects the fact that it has 
not been subject to income tax. Have you considered 
how the price of that Crown corporation should be 
adjusted if the tax is imposed so there will be income 
Sun Je cterGorctax? 
MR. HARDIE: I am not quite sure I under- 
stand your question. 
THE CHAIRMAN: You mean if the Crown ecorpor- 
ation priced out there would be no tax paid? 
MR. STEWART: That is it. At the moment, 
let us say the Crown @orporation has priced out, ni al 
fact, it is carrying on on a non-profit basis. If it 
is doing that the effect of imposition of income tax 
may be somewhat academic. 
THE CHAIRMAN: That would pertain particularly | 
in public utilities and public utilities commissions. | 
MR, SHEPARD: In the circumstances you stated ! 
chat it would be academic, Mr. Stewart. | 
MR. HARDIE: The only thing that might affect 
this is if it has borrowed money’:to finance its 
operations and it is going to be expected to pay this 
out of its own revenues it would have to create some 
revenues to realize this capital. This could be arranged, 
I suppose, in some other way. 


28 MR. STEWART: That would depend on the 


29 circumstances. I agree in: some situations where capital 


was a large factor it might have to generate income which 
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1} would become Subject to tax. I wondered if you had 


2) thought just exactly how one would impute income to 


3} Crown corporation in the circumstances I have mentioned, 


411 take it you have no speéiffic suggestion? 
5 THE CHAIRMAN: May I interrupt? The clock 


6] is getting to one o'clock, the usual hour to break for 


7 lunch. How much more questioning do you have to do? 

8 I am contemplating whether or not we should return after 
9 Zunch? 

10 MR. STEWART: Mr. Chairman, I think I 


11 would like to put one more question, 

12/ THE CHAIRMAN: I have one more question 
myself:and I don't imagine the Commission will have 
much more than that, 

15] MR. STEWART: My question relates to 
co-operatives which you deal with in the section I have 
Rave referred to. We have had appear before the 
Commission a number of people who objected to the 
present tax treatment of co-operatives. Th basic 
objection has been that if co-operatives are competing 
with ordinary commercial corporations they should be 
taxed on the same basis and that they should pay tax 
on income prior to the &duction of patronage dividends 
whether the patronage dividends are paid’ in cash or 
otherwise. In your brief you don't make that basic 
ppueetton. You appear to be satisfied that the 
co-operatives should be entitled in the computation of 
income to make a deduction for patronage dividends 


2? provided they are paid in cash. I wonder if you would 


20 comment on this and indicate the reason for the particular 
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MR. HARDIE: I think we have said something 
about this in the brief, that we feel if these are, in 
fact, reductions of the purchase price, which is what 
a patronage dividend is,ifit was paid out in cash the 
taxpayer would probably be entitled to deduction under 
the normal business expense Sections of the Act, anyway. 
If this is justsa discount to the purchaser of goods | 
then are these discounts not allowed as a deduction 
from income in any event? 


MR, STEWART: Of course the people I speak 


‘of who oppose the co-operatives don't regard these 
amounts as price discounts in the deductible sense. 
|. take it that you have proceeded onthe assumption that 
lors 

MR, HARDIE: Yes, because the patronage 
Hl atvidend is related to the amount of business that is 
| done and not to the amount of capital that the person 
‘has invested in the budiness. 

THE CHAIRMAN: I would like to draw attention 
to the example with regard to co-operatives, and I 
am not going to ask questions. I just think that the 
example would be improved if one would pursué~the 
matter of tax right down to when tle shareholder on 
the one hand receives the normal dividend or the 
customer on the other hand receives the patronage dividend. 
Shareholders' dividends are subject to tax credit, 


patronage dividends are not. You get a very different 


result if you bring it down, cost Halt Wars. I nave 


done so. You can work &t out yourselves. I don't wish 
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POMAGGEe LION 2b. 

MR, HARDIE: Théweis one comment I would 
like to make in connection with that, if the goods in 
respéot of which the patronage Pere era ree are 
consumer goods then the Act specifically €xempts these 
patronage dividends from tax. 

THE CHAIRMAN: I realize that. I am talking 
about producer goods. You are right, of course. I 
am sorry. 

MR. HARDIE: There is a lot of business 
being done by co-operatives in this wabegoryotagay. 

THE CHAIRMAN: Mr. Walls reminds me there 
is something like 15 per cent on producer goods whereas 
Phere is 85 per cent on consumer foods. elt ts. ankittie 
ee verify, but it would be something reasonably 
close to that. 

: One question I want to put to you: it is 

in the same section. You give the impression of endorsing 
‘certain investment allowance, indicating you are in 
favour of investment allowance. We have been, of course, 
churious as to the benefits of ah Geers and 

Just how they did appraise it. Let us assume that 

it is decided by the Minister of Finance he is going 

to reduce corporation tax by two percentage points. Let 
US Say he has got roughly $70 million available for the 
reduction of corporate tax. He would then have a choice 
of reducing two percentage points of the corporation 

tax rate or using it for one form of incentive or the 


other. Let us assume that there are no investment 


allowances at the present time. Would you think that 
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investment allowance, Say depreciating new equipment 
at 120 orr130 per cent or something of that order, I 
don't know how far one could go. Nobody does know. 
Let us go up to about 125 per cent depreciation on 
new equipment. 

MR. SHEPARD: I just mate a comment, Mr. 
Carter, that I wouldn't mind having on the record, to 
Mr. Loughney, that it is really a 464 question. 


THE CHAIRMAN: You bet, but it is a very 


‘important one. I would like an opinion if you could 
give us one. It is something we have to face. What ig 
the effect of taxation? What is the effect of incentive? 
Free we better nee to get a reduction without intentives? 
I don't know. Some people have come forward and said 
ret us reduce tax and forget about incentives. Some 
‘people like yourselves are more inclined to put weight 
‘On incentives. Which direction do you favour generally? 
MR. LOUGHNEY: I would favour, personally, 
|} reduction of taxes in the overall as a greater contrrbhu- 
tion to the economy. 

THE CHAIRMAN: Thank you very much. That 
is all I want on that score. I appreciate the fact 
you are prepared to take a position on it. I don't 
attach too much importance to the position but I respect 
the fact that you are prepared to express yourself. 
Thank you very much. We have had a very 
interesting morning indeed, Mr. Loughney and gentlemen. 


MR, LOUGHNEY: Thank you very much, Mr. 
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2 |) THE CHAIRMAN: We are very grateful. 

3 MR. LOUGHNEY: We appreciate the opportunity 


4! of appearing. 
5) THE SECRETARY: I would like to enter one 
6| submission into the record as Exhibit e553 that isthe 


7|| submission of Mr. Francis Lorenzen of Windsor Ontario. 


9] --EXHITBIT NO, 255: Submission of Mr. 
Francis Lorenzen. 


THE CHAIRMAN: We will stand over to 


9:30 on Tuesday morning. 


Ve 
\---WHEREUPON THE HEARING ADJOURNED TO 9:30 A.M., 


TUESDAY, THE 12th DAY OF NOVEMBER, 1963. 
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ANGUS, STONEHOUSE & CO. LTD. Ottawa, Ontario 
TORONTO, ONTARIO Tuesday aya 
November 12, 1963 


---ON COMMENCING AT 9:30 A.M. 

THE CHAIRMAN: Mr. Secretary, I think we 
might as well start. By my watch it is now 9:30. 

THE SECRETARY: Mr. Chairman, “ir. Commissioners, 
this morning the first brief is being submitted by the 
Credit Union National Association Incorporated. Mr. A. 

R. Glen, one of the Vice-Presidents of CUNA from Nanaimo, 
B.C. will make a few introductory remarks and will in- 
troduce his colleagues to the Commission. 

I would like to enter this brief into the 


record, Mr. Chairman, as Exhibit 256. 


---EXHIBIT NO. 256: Brief submitted by the 
Credit Union National 
Association Incorporated 
SUBMISSION OF 


THE CREDIT UNION NATIONAL ASSOCIATION INCORRORATED 


Appearances: Mr. W. Polner 
Mr. D. E. Gauley 
hr, H.-H. Dailey 
Me, Hs. KR. Glen 
Mr. J. O. Shipe 
Mir. AR. J. Ingram 
Mr. D. R. Weinberg 

THE CHAIRMAN: ‘Thank you Mr. Secretary. 
Good morning Mr. Glen, gentlemen. We are glad to see 
you this morning. We have read your submission with 


considerable interest, I might say. This is not the first 
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time that we have had a look at this movement and it is 
an interesting one and I think we are pretty well pre- 
pared to accept that it is a good movement. It is a useful 
movement. It is good for the Nation. That is not on 
trial, of course, whatsoever. We are merely concerned 
with whether or not these organizations should be 
charged with some of the share of the cost of the 
Federal Government and, if so, to what extent they 
should be. 

I said we are only concerned. It is nota 
small concern at all. It is a very difficult one and we 


are very much concerned about it. May I introduce to you 


Page 5222 follows. 
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the Commissioners, whose names are all before us here 

and Mr. Glen I would be grateful, before starting, if you 
would introduce your associates to us. We are very glad 
to see you. 

MR. GLEN: Thank you Mr. Chairman, and members 
of the Commission. Before I introduce my colleagues, may 
I say that it is an unusual experience, at least for me, 
to attend a hearing of this nature. 

I am a printer by trade, a linotype operator. 

I am what might be called one of the volunteers in the 
Credit Union Movement in Canada, an obligation I have trie 
to fulfillto the best of my ability for some 23 years, 
ever since my early teens and while the people I will 
introduce to you in a moment are the people who are con- 
cerned with the development of the movement, as we vol- 
unteers see its development, and are in that capacity 
employed by our Credit Union organization, They too of 
course have amassed a great deal of knowledge, practical 
and otherwise, in their respective fields. I would have 
preferred, Mr. Chairman, to have been able to have 
brought here many of the other literally thousands of 
volunteers who have served the Credit Union movement, but 
Since they have a job to do at home, as I have, to earn 

a living for my family, I think you will understand how 
difficult this is and why it becomes necessary for us to 
rely upon some of our employed associates. 

Now on my far right is Dr. Walter Polner, who 
is the Director of the Department of Research, Economics 
and Statistics at the Credit Union National Association 


in Madison, Wisconsin. I think you will see from the 
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brief: how our voluntary association brings people into 
the Credit Union, and then the leagues, and then various 
types of associations that led to this type of development 
which results in Dr. Polner undertaking certain collection 
of statistics and doing certain research jobs for us. 

Next to him we have Mr. Tom Gauley, who is a 
partner in the firm of Francis, Gauley and Hughes, Sask- 
atoon, Saskatchewan. Mr. Gauley has been the Legal 
Adviser both to myself and my associates in preparing 
our submission to this Commission. 

Next to him, and right next to me is Mr. Harry 
Daley, who is the Manager of the New Brunswick Credit 
Union Federation of SaintcJohn, New Brunswick. Mr. Daley, 
I think anti dates me somewhat in length of service to 
the Credit Union movement most of which, up until recent 
years, has been voluntary as has been Afaet 

Next to me is the Managing Director of the 
Credit Union National Association from Madison, Wisconsin,| 
Mr. J.Otein Shipe, again a gentleman of many years ex- 
perience in our type of organization and a very knowledg@- 
able person. 

Next to him is Mr. Robert Ingram, the Manager 
of what we call our Canadian Office of the Credit Union 
National Association, Hamilton, Ontario, again a person 
who is knowledggabie to the extent of the development 
across Canada. 

Next to him is Mr. David Weinberg, who is the 
Director of the Legal and Legislative Department of the 
Credit Union National Association in Washington, D.C., 


again a man whose job, in our view, is to keep in touch 
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with legislative development in various fields which migh 
affect us. For this purpose we use him. 

Now Mr. Chairman that's about all the inform- 
ation I can give you. As I say, this is a very unique 
experience for me. Having had breakfast largely on 
tranquillizers, I hope we can get through the day. 

THE CHAIRMAN: You seem to be very well support 
ed indeed, Mr. Glen. From here on in, I don't think any- 
body needs stand, unless you wish to do so. We have aske 
our counsel, Mr. Stewart, to be so kind as to attend and 
to lead the questions. We wish to be sure our questions 
are complete and are careful. This means that you prob- 
ably will have seven questions instead of six because 
we 6hall certainly reserve the right to ask a few our- 
selves. 

Mr. Stewart, will you proceed? I think we are 
now ready to go ahead. 

MR. STEWART: Thank you Mr. Chairman. Gentlemen, 
I have looked, of course, at your submission and at 
the various exhibits to the submission itself. I would 
like to start with a few questions relating to your or- 
ganization and to the functioning of Credit Unions. 

Now I take it that the organization which has 
filed this submission, Credit Union National Association 
Inc., is a Corporation which was organized under the laws 
of one of the United States. That is correct, and that 
it has a Canadian branch? 

MR. GLEN: Not exactly a branch sir. How would 
you describe that Mr. Shipe? 


MR. SHIPE: If I may, the Credit Union National 
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Association is incorporated under the Non-Profit Membershi 
Act of the State of New York and in Canada we really do 
have what you might consider an operation headed up by 
Mr. Ingram. This is more so than any other country be- 
cause Credit Union National is really international, servin 
Credit Union Leagues in South America, Central America, 
Africa, Phillipines and the Far East. 

MR. STEWART: In any event, this New York Cor- 
poration has offices or a place of business in Canada, 
and that is where Mr. Ingram flourishes. 

MR. SHIPE: That is correct sir. 

MR. STEWART: Now the Canadian members of ‘this 
organization are the Provincial Credit Leagues. : Is that 
correct? 

MR. SHIPE: That is correct. 

MR. STEWART: Is the Credit Leagues sometimes 
termed a central? 

MR. SHIPE: No. 

MR. STEWART: What is the distinction between 
a league and a central? 

MR. GLEN: Well if I could give you an example 
from British Columbia, with which I am, of course, most 
familiar. The league there is the association of the 
various Credit Unions throughout the province, of which 
we have some 300 for educational purposes. 

MR, STEWART: What is a central? 

MR. GLEN: Well the central is the association 
of most of those same Credit Unions banded together to 
use their -- if there is a surplus of funds developed by 


the Credit Union, that is left with the central and we 
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have our situations in the province where the Credit 

Union, perhaps in the community next to mine, may require 
the use of the funds of our members and we use this central 
casa sort of exchange. It's a Credit Union for Credit 
Unions actually. 

MR. STEWART: Incidentally, when you refer amon 
yourselves: to this Credit Union National Association In- 
corporated, do you use the abbreviation CUNA? 

MR. GLEN: Yes. 

MR. STEWART: Well then I perhaps would like to 
do the same during our discussion this morning. Then .: 
doés. CUNA itself acts as a eredit union, or is it an ed- 
ucational organization of the same type as a league? 

MR. GLEN: It's an educational organization of 
the same type as the league. 

MR. STEWART: I would like to ask some questions 
about the underlying credit unions. First of all, and 
I should indicate that some of these next questions will 
have a legal flavorr, I take it that Credit Unions in 
Canada, at any rate, are incorporated companies? 

MR. GAULEY: Yes, under provincial legislation 
in the various provinces. 

MR. STEWART: And they are separate legal 
personalities in the legal sense of the word? 

MR. GAULEY: Yes. 

MR. STEWART: And the assets of a particular 
Credit Union, or Corporation are assets of the Union or 
the Corporations and not of the members? 

MR. GAULEY: Ih a technical sense. 


MR. STEWART: In the 1gpal sense? 
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MR. GAULEY: The legal title to them is vested 
in the Ber Tn 

MR. STEWART: The members of: the Union are not 
personally responsible for the obligations of the Union? 

MR. GAULEY: No. 

MR, STEWART: Then the Credit Union, I judge* 
from your material, may have paid employees or it may have 
voluntary workers or may have both. Is that a fair state- 
ment? 

MR. GLEN: Yes. 

MR. STEWART: To the extent that it has paid 
employees, they are employees ofayq they are paid by the 
Union? 

MR. GLEN: This is generally true. There are 
some variations where a person who is an elected voluntee 
will receive an honorarium for performing actual work, 
or even receive a small salary. You get this interlockin 
of the policysmaking responsibility as well as managerial 
responsibility. 

MR. STEWART: In any event, a full-time employee 
is an employee of the Credit Union and is paid by it? 

MR. GLEN: Yes. 

MR, STEWART: Would it be fair to summarize 
the basic objectives of Credit Unions as encouragement 
of thrift among its members, the making of low-costigkoans 
to its members and the provision of related services to 
its members? 

MR. GLEN: I did not catch the last part of 
your question. 


MR. STEWART: The provision of related services 
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to its members? 

MR. GLEN: I think this is a fair summary. 

MR. STEWART: Now the members of the Credit 
Union, I take it, come within a particular occupational 
or other group? 

MR. GLEN: Well it depends what you mean by 
"other group" but generally it is a grouping. 

MR. STEWART: One of the schedules to your sub- 
mission is the International Credit Union Year Book in 
1963 and I would like to refer, in connection with this 
grouping, to Page 8 of that book and to Chart 6 which 
appears on that page. That chart is entitled "Distrib- 
ution of Credit Unions by Classification" and I observe 
that the classifications are: church, residential, man- 
ufacturing, educational and so on and that in the second 
column you have the relevant information with regard to 
Canada and it appears from that column, if I understand 
it correctly, that 48.28 per cent of the Credit Unions 
in Canada, to the time this chart relates, were what you 
describe as Residential Credit Unions and I gather by tha 
you mean Credit Unions which are composed of people 
living in the same community? Is that correct? 

MR. GLEN: Yes. 

MR. STEWART: And the principal categories:’of 
Credit Union in Canada, apart from the residential ones, 
are manufacturing and church Credit Unions. Is that 
correct? 

MR. GLEN: Yes. 

MR. SSTEWART: Now this chart ..... relates to 


distribution by types, and it does not relate to the 
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numbers of members in the particlar type. 

MR. GLEN: Yes. 

MR. STEWART: And I take it that the numbers 
of members in particular unions will vary a good deal? 

MR, GLEN: Régardless of type? 

MR, STEWART: Yes. 

MR, GLEN: Yes. 

MR. STEWART: Can you indicate to us the member- 
ship range of a relatively small Credit Union? What would 
the membership range in a comparatively small Credit Union 
be? 

MR.GLEN: I think this is somewhat dependent 
upon the various provincial statutes, sir. The smallest 
Credit Union, obviously, would be one that has just been 
organized and in some provinces, and again I suggest 
British Columbia, ten people are required for a Charter, 
so this would be the smallest unit in that particular 
instance. Now I am not familiar with the requirements of 
othe: provinces but I believe it is generally the same. 

MR. STEWART: After a Credit Union, which may 
have started with ten members, has been going for a few 
years, would a small one have fewer than fifty members? 
Fewer than one hundred members? Somewhere in that range? 

MR. GLEN: Are you asking me what we would call. 
a small Credit Union? 

MR. STEWART: Yes. 

MR. GLEN: This would be up to 200 members. 

MR. STEWART: What wold you regard as a large 
Credit Union? 


MR. GLEN: In the general category of large? 
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MR. STEWART: Yes. 

MR. GLEN: Oh a thousand, fifteen hundred 
members. 

MR. STEWART: What would the largest Credit 
Union in Canada be? How large would that be? 

MR. GLEN: Mr. Ingram do you have any figures? 

MR. INGRAM: They range between 9 and 10 thousa 
members, but there are very few of these. 

MR. STEWART: Now I would like to explore with 
you for a few minutes § just how Credit Unions acquire theilr 
capital, and I take it that one of the methods by which 
they acquire capital is through the sale of shares to 
your members? 

MR. GLEN: We don't call it sale of shares 
sir but capital is acquired through the acquisition of 
Shares. This is through the members! savings and putting 
it into what we call their share accounts. 

I am rather struck by the unusual way you put 
it of selling shares. This is rather foreign language 
toomy concept of it. 

MR. STEWART: Nothing was intended to turn on 
the word "sale". You prefer to use the word "acquisition"? 

MR. GLEN: Well, savings. 

MR. STEWART: All right, savings. 

MR. GLEN: The point being sir, at least in 
my view when you buy a share you receive some physical 
evidence, a certificate or something. Our members are 
not -- they don't look on it as buying shares. They are 
adding to their savings and we call them shares, because, 


for the purpose of accounting, and so on, they are divide 
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into $5.00 uUwites.". 

MR. STEWART: This $5 unit is the common unit 
in Canada, is it? 

MR. GLEN: Yes. 

MR. STEWART: So that if a member is carrying 
on this savings process, he makes deposits in his savings 
account or share account and you determine the number of 
shares or units that he has by dividing the total by $5. 
Is: that the idea? 


MR. GLEN: Yes. 
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MR. STEWART: Do I understand that in your move- 
ment no matter what the balance in the member share accou 
when it comes to meetings and proceedings each member 
simply has one vote. 

MR. GLEN: He must hold one share. If a member 
had a balance of $4.99 we say he is not a member in good 
standing, but generally your question is correct, regard- 
less of how many he holds he only has one vote, but there 
are other qualifications. Our members pay annual dues 
to the organization and these must be kept up. 

MR. STEWART: Do you become a member only when 
you have $5.00 to your credit? 

MR. GLEN: You become a member immediately 
your application is. accepted by the Board of Directors. 
Usually we ask for a good faith token. That could be 
anywhere from twenty-five cents to $1.00 but*s: the 
privileges of membership are not extended until a share 
is acquired. 

THE CHAIRMAN: How do you have a membership 
which is not entitled to privileges? Is he not just in 
bad standing and if he fails to pay $5.00 he is out? 

MR. GLEN: Generally speaking that is correct. 
The «Provincial Statute in British Columbia states in 
order to remain in good standing as a member he must add 
to his share savingsover a period of years. If he doesn't 
do this he is not in good standing and can be expéliéd by 
the Directors. I will admit we have expelled some for 

othis reason, It is very difficult to deal with a member 
in this sort of predicament where something has happened, 


where there is inability to add to savings and we don't 
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exercise this power arbitrarily, but in some cases where 
obviously a person has just joined as a matter of curiosi Vy 
and has no intention of following the responsibilities 

of membership we persuade him to withdraw. 

MR. STEWART: Mr. Glen, I think we should pro- 
ceed to try to make this arrangement: when you speak of 
the practice in British Columbia if any of those other 
gentlemen here know of any material difference between 
the British Columbia practice and the practice elsewhere 
in Canada I hope tey will say so or else we will assume 
that British Columbia is typical of the country. 

COMMISSIONER WALL: That would never do, Mr. 
Stewart. 

MR. GLEN: I have a responsibility to my coll- 
eagues, sir, not to put them in a position they can't 
justify. When I was making reference to a particular 
province I agree that they will sing out, but I will try 
to stress thoughout Canada, to the best of my knowledge, 
these are the situations. 

MR. STEWART: Mr. Wallis, leadership is leader- 
ship. Well now, when you speak of members of a Credit 
Union, these people who have share accounts are the members, 
and are they the people who, if you like, have a prop- 
rietory intersst in the Credit Union? That is,, perhaps, 
a legal question. 

MR. GLEN: If it is a legal question I would 
have to perhaps refer it to one of my associates. I 
think on the part of the adult member there is a sort 
of proprietorship. I don't just think this, I know this 


is true because of the problems with the people whom they 


_ 


a tC 
i ~ Ff ’ 


paddy agaso moa olen 


“ prwakaws to seven & ‘es taentot,. ate 
golteiidtanogess eid gatwollo? 6 cortoesaiied: 


-weabaviu oF mtd ebsvereq ow gidartac 


lVEQ iEsowe ov dint? T. atiei?: vat SPHAWATES Ft 7 


i 


to #eeqe Wor fot’ «ornemegrmns saat exten ovo yr oF ‘OB9e 

is 
_ 1. 
Hpeeed socoteetls Isitesam yas ‘to word syed nemeltasy | | hall 


e 
‘Se roer eu ~aTgTC i. Oris Pol Iostd sltdmuyled Halo ia “5 sid ial 
ey 


) ~eiito seat? Lo yar Tt abdawlos rs iitied nl soltortg edt 
| 
) 


; i | a 
wuees [fiw eu eale 16.68 yea [fiw yas sqon I ebaas? = 


{ . VET ony to f 1.0 ru Sf Bit cin ulo aw fasaat sad3 le 
ci" aye) wen Bbiuew JecfT iLEAW Si Moz ZT MMO) 
| | 
a ? 
} Laweve 
i 

; ~{Llan* Et e0nchneet & ] i) fm 
| 
} st? aolsisoo-4 at med? tuq.o? Jom , tle ,eaugee 
- bt c af » > 

iojaq 8 oo SnetTain® a! now I aedW ,yvilcen, 
; ig i iT Wf ,Quo orte ilu yous Peay setes i sontivorg 


- 


tefworul vai to @sed ad? of ,ebaan) tuorignedy-apetsa GF), 
| artotisvdiea edt ets saciid 
~pheef si wtdteuebos! «eliaW .4% > :TRAWATE . AM 


ia 


jthee®! 2 Ye acedmoe Yo weoge voy mew ~woa Lilet aha 


S 


7 tied on at wae siawoode etedea evad onw olgqesq 98on? «toln 


-#org as evad youlff uoy Ib..orfe elqosd.snd yard ez bas 


.<egeclisqd: », a3 Saaz, teeta vbbet? ocs al Jaze: jel. yimeis 
: a | 
TolLJeonp [spel 6 | 


hinew { soldequp fapel wm et 22-T. sv) .FIM 7 


1 .setntoones ver to $nG),00 gi aster eqadieg of evade 
‘ a Aa eee 
fyoe G ai avet> cedmem ivte edt to tisq ond ao welds 
a 
: ue 
Pi motel T Whee stn seat, #0 i scan mag to 
a } 


a lina 


29 


30 


ANGUS, STONEHOUSE & CO. LTD. 5234 
TORONTO, ONTARIO 


we allocate “nei powers at general meeting time. There 
are, of course, other types of membership where this 
proprietory aspect may not be as apparent. I speak, of 
course, of the children. We have many many children. It 
is quite common for children to be enrolled as Credit 
Union members almost at birth because they want to make 
them acquainted with what we think is a really wonderful 
remunerative type of thing. 

MR. STEWART: Are they voting members? 

MR. GLEN: No. 

MR, STEWART: At what age do you acquire voting 
power? in this movement? 

MR. GLEN: Generally I would say -- maybe you 
had better field that. There are several classifica- 
tions. 

MR. INGRAM: Normally I would suggest that the 
voting age varies from one province from another. Most 
of the provinces would permit a member to Vote if they 
are a full fledgai member. A child at the age of reason, 
7 or 8 years of age, it is permitted, but it is not 
common practice. 

MR. STEWART: What would common practice be? 

MR. INGRAM: The common practice would be that 
children don't normally carry a vote at the annual or 
Special meetings. 

THE CHAIRMAN: Common practice -- perhaps you 
were going to ask whether common practice is something 
written down or just what develops at the meetings? 

MR. STEWART: Could you answer the Chairman on 


this? 
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MR. GLEN: Generally membership over 16 years of 
age customarily has voting privileges providing they have 
met the saving requirements. In. some provinces this 
may vary upward, not downward. 

MR. STEWART: Now, the practice, I take it, is 
to pay dividends on the shares to these Credit Unions? 

MR. GLEN: Yes. 

MR. STEWART: Can you tell the Commission what 
the normal current range of divident payments is? 

MR. GLEN: Canada-wide? 

MR. STEWART: Yes. 

MR. GLEN: I would say to the best of my know- 
ledge it ranges between 34-and 4 per cent. I think per- 
haps Dr. Polner would be more knowledge@ble in this area. 

DR. POLNER: We have just completed a study of 
the dividend rate paid by Credit Unions in Canada by 
selected provinces ; that means all the provinces we 
know of. Without pinning me down to each individual 
province the median is 4 per cent at the end of fiscal 
or calendar year 1962. 

MR. STEWART: I notice in your submission on 
Pagesll<in Paragraph 40 you say that during 1962 the rate 
in most provinces ranged from 3 to 5 per cent. Mr. Polne 
figuve Of course, is right in the middle of that range. 

THE CHAIRMAN: I wonder whether the mean 
average would vary very much from the median? Do you 
know, Dr. Polner? 

DR. POLNER: I couldn't remember what was in 
the study. I do know the median becauseof ithe figures we 


had discovered between the areas, and the ‘median vic) 
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stuck in my memory. The mean average I would have to go 
back and look up my data, 

MR. STEWART: These shares, Mr. Glen, are re- 
deemable by any member on giving certain notice to the 
Credit Union? 

MR. GLEN: Yes. 

MR, STEWART: Is a normal period of notice such 
as 60 days? 

MR. GLEN: Thirty days, 60 days -- the Board 
of Directors have a certain aeauecee discyggion in this 
area. 

MR. STEWART: If you regard the arrangement 
between the member and the Credit Union as more the making 
of a deposit than the purchase of shares then that means, 
in fact, that the deposits t:rcam ‘to’ be withdrawn only 
after a period of notice? 

MR. GLEN: Most of the laws provide for this. 
In practice the period of notice isn't generally required. 
In many cases the shares are what is offered as security 
when the member borrows. In this case according to the 
decision of the Directors these shares cannot be withdrawn 
or transferred. 

MR. STEWART: So long as the member is indebted 
to the Union? 

MR. GLEN: Yes. This is generally because they 
have no other security, you see. 

MR, STEWART: Well then, the share method is 
one method of transferring capital. I take it that the 
Credit Union also acquires funds for its purposes through 


acceptance of deposits from its members? 
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MR. GLEN: Not all of them, some do. 

MR. STEWART: Some do. Will you accept a deposi 
only TEE: a member? 

MR. GLEN: We don't do ybusiness with any non- 
members. 

MR. STEWART: So you wouldn't accept a deposit 
from a non-member? 

MR. GLEN: No. 

MR. STEWART: On these deposits you pay what 
you call interest? 

MR. GLEN: Yes. 

MR. STEWART: Is there a current standard, 
current ratet@interest which is paid? 

MR. GLEN: Not to my knowledge. 

MR. STEWART: Can you tell us what the range 
is? 

MR. GLEN: No, I don't think I could, sir. 
I again, without citing a province which will be nameless, 
the problem here is we don't have any system really of 
quoting non-member provinces. We are rather insular in 
that respect, I think. 

MR. STEWART: Now, I have a note here which 
is to the effect that interest rates on deposits vary-— 
are also in the range of 3 to 5 per cent. I don't re- 
call at the moment whether I got that from your brief or 
from one of the other Credit Union briefs. 

MR. GLEN: May I say this: I agree with you 
if you mention 3 to 5 per cent, that this would be the 
case. 


MR. STEWART: That is enough for my purposes. 
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I am not trying to pinpoint it. 

MR. GLEN: The same range. 

THE CHAIRMAN: Mr. Stewart, wouldn't it follow 
that interest rates on deposits would be the same as 
dividend rates on shares? Are not the deposits on shares 
about the same thing? Could you answer me that? 

MR. GLEN: My own-view would be, sir, the 
Credit Union might have a slightly higher return on de- 
posits because I think those Credit Unions which use the 
deposit system of aequiring capital are going to have a 
little more stability and the general practice with share 
is that even though notice is required by law this isn't 
usually observed and you will find there is a fair amount 
of turnover in share capital. The Credit Union which may 
be trying to do a particular job for their members at 
their request 4né one particular field, if they give more 
stability they will ask their members if they will leave 
on deposit their money for a specific period of time and 
for this the Union will probably pay them a slightly better 
rate than it is customary to pay for share dividends. 
Thecshare dividend rate is subject to fluctuation depend- 
ing on the wishes of the membership. It seems to me 
that these Credit Unions I know of that are ‘doing. this 
are nabeful ynot to project themselves too far into the 
future to create inbalance between the shares and deposit 
This leads sometimes to conflicts withi» the members 
themselves. 

COMMISSIONER GRANT: Might I intervene here 
in an effort to clarify this situation, at least my own 


thinking on it. I am wondering if the distinction be- 
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tween the share and the deposit arises at the time when 


you are allocating your interest or your dividend to those 
members who pay money and therefore you look at their 
account and you see they have $100 at the credit of their 
account, which if the shares are valued at $5 would mean 
they then had 20 shares. I am only suggesting this as 

a means of getting at the current situation as quickly 

as poHetbiae, Is there any difference between the deposit 
and share interest when it comes to a constitutional 
matter within the Union? 

MR. STEWART: Mr, Grant, could I lead into that 
question with some preliminary ones because I think it 
is important and I would like to bacsure that we agree 
on the background? . 

COMMISSIONER GRANT: Yes. 

MR. STEWART: Mr. Glen, I am interested in your 
view the rate on deposits may exceed the dividend rates, 
and if time permits I will come back to that one a little 
later because my impression had been that in some juris- 
dictions, at any rate, the practice was the other way. 
However, would it be accurate to say that the rekttve 
importance of shares and deposits vary from province to 
province in Canada? 

MR. GLEN: Yes, I think that this would be true. 

MR. STEWART: Could you say whether or not in 
the province of Quebec the Credit Unions primarily pro- 
ceed by the deposit method as opposed to the share method ‘ 

MR. GLEN: This is a difficult question. There 
are two types of operations in the Province of Quebec. 


There is the Caisse Populaire who are sort of tha forefathprs 
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of the Credit Unions and my understanding is they operate 
primarily on the deposit relationship, and then, of course, 
we have the Credit Unians which operate primarily on share 
relationship. 

MR. STEWART: What are the relative assets of 
Caisse Populaire on the one hand and the Credit Unions 
in Quebec on the other? 

DR. POLNER: There is a report dividing Canada 
which generally gives you this type of breakout. It is 
turned out by the Department of Agriculture. 

MR. INGRAM: I could get this for you in a 
moment, Mr. Stewart. 

MR. STEWART: Now, in other provinces, Mr. 
Glen, I take it from what you have just said the share 
method is the more important method; is that correct? 

MR. GLEN: Yes, most of the savings of our 
members are saved in shares. 

MR. STEWART: Well now, when we come to this 
question of interest on deposits when is the interest 
rate for a particular year determined? 

MR. GLEN: I am afraid I couldn't answer that,; 
sir. I know in some cases no interest is paid on ahc 
deposit at all. Just when the rates might be assigned, 
if you want to put it that way, I am unable to say. I 
think probably at the time the deposit was accepted what- 
ever the Board of Directors has determined that they are 
prepared to offer the members, this would be it. 

MR. STEWART: Do you know of unions that pay 
no interest on deposits at all? 


MR. GLEN: Yes. 
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MR, STEWART: Do they get any depositors? 

MR. GLEN: You have what I would call the 
Christmas Club. We have members who are trying to accum- 
ulate some funds for Christmas so we say you put those 
on deposit. You get into the regular habit of putting 
something aside for Christmas and you may leave this on 
deposit with our Credit Union and at an appropriate time 
we will pay this to you. For many reasons we can't put 
these funds into shares because shares may be piedgeedd” 
for a loan and once the money is in a share account 
Christmas will go by the boards. We do this and there 
is no return paid on it at all. 

MR. STEWART: Have you the information yet, 
Mr. Ingram? 

MR. INGRAM: In answer to your question, Mr. 
Stewart, in Quebec the Caisse Populaire have accumulated 
this is at the end of 1962 -- $63.2 million in share cap- 
ital and $753.4 million dollars in deposit capital. 
Turning to the Credit Union the share capital is $21.2 
million and deposit capital $4.3 million. 

MR. STEWART: In the Province of Quebec at the 
present time the Caisse Populaire are more important so 
far as assets, ; at any rate, are concerned than the 
CreditUnion; is that correct? 

MR. INGRAM: In terms of dollars and cents. 

MR. STEWART: Well now, I wonder if any of you 
gentlemen who come from areas where interist is paid on 
deposits can say when the deposit rate is determined, 


that is the interest rate on deposits is determined? 
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MR. GLEN: I don't think we have anyone here 
who is particularly knowledgeable in that area, All I 
can suggest to you sir, to my knowledge it is set by the 
Boards of ‘Directors usually annually. 

MR. STEWART: So that it would be set at a 
given period of time in a particular case, and that rate 
would apply until it is changed by the Board of Directors? 

MR. GLEN: It has a very close relationship 
with the dividends paid on share capital. I think the 
Boards of Directors would be constantly looking at this 
situation and would not want to be committing the 
Credit Union to a long period of payment of a certain 
amount of money which we had no assurance that we could 
continue to do. 

MR. STEWART: Now Mr. Glen, let me put this to 
you: if you are seeking deposits in a particular Gredit 
Union, then does that money come in on the basis that a 
particular amount of interest will be paid until the 
Union changes the rate, whereas, if you have money in 
share accounts, does the rate which is paid not depend 
on the successiof operations in the future so that the 
rate could not be determined until the particular period 
was over? 

MR. GLEN: I think generally you are right 
sir. The problem in this, where I have difficulty in 
answering the question, when we are dealing with some 
people, they can only contribute so much money out of 
their earnings to the organization and whether it comes 
in in shares, or whether it comes in in deposits, in 


my view does not make too much difference. It's the 
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problem of retaining that money over a reasonably long 
period of time to enable We Credit Unions to meet the 
obligations perhaps of one section of its membership. 

MR. STEWART: For each member you will have 
at least two accounts. You will have a share account and 
you will have a deposit account, if he makes a deposit? 

MR. GLEN: No, only if the member is going to 
deposit. Now some Credit Unions will not permit a member 
to have a deposit account unless he has a certain amount 
in nit: share account. 

MR. STEWART: Supposing Mr. Jones has been a 
member for some time. He has an adquate balance in his 
share account, and then he chooses to make a deposit. 
Now at that point does the amount he deposits go into 
his share account or into a separate deposit account? 

MR. GLEN: I don't think you can say that 
the member chooses to make a deposit, if the Credit Union 
is not willing to accept his deposit. I am diptingerantA 
between share accounts and deposit accounts. 

MR. STEWART: I am trying to establish whether 
there are separate share accounts and separate deposit 
accounts? 

MR. GLEN: Yes. I know this, this is a separatea' 
thing in these instances. If*sthe Boards of Directors 
who will decide whether the Credit Union is going to 
accept a deposit or not. 

| MR. STEWART: And if it is prepared to accept 
deposits, and a particular denned wishes to make a deposit, 
the amount he deposits goes into a separate account? 


MR. GLEN: Yes. Now I see what the problem is. 
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The use of the word "deposit" is what is confusinguus. 
It's not the same as a deposit in a financial institution 
of other types. 

MR. STEWART: Have you any word that you use 
in your movement other than "deposit"? Perhaps I am mis- 
leading you. 

Mr. Gimp: We use the word "payment". Payment 
of shares. Payment of loans. Payment of deposits. 

MR. STEWART: So that you use the word "payment" 
to relate to all three types of transactions} the payment 
into a share account, payment into a deposit account 
and payment into a loan account? 

MR. GLEN: Yes. We have our own terminology 
which we understand. I am afraid many other people do 
not. 

MR. STEWART: Is the word "payment" used at 
ai F 

THE CHAIRMAN: Is it payment in or payment out? 
How do they distinguish? 

MR. INGRAM: Mr. Chairman, perhaps I can throw 
a little bit of light on that area of confusion here. 

In a general sense the Gredit Unions do not make any real 
distinction between shares and deposit, Depending on the 
jurisdictional area and the anicononictis wishes of each 
individual Credit Union and eeacaeiad upon the provincial 
law under which they operate, the Credit Union may decide 
to call all of their collective savings from their member 
may decide to call it, for the most part, deposits. 

In the case of Caisse Populaire, they have 


the practice of simply issuing or taking as a credit to 
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their member one share and the balance of his savings 

is called deposits. This is not normally so in the 
English speaking Credit Union. The common practice is 
to call all of these savings shares, even though the law 
does provide for the deposit accounts. 

Now admittedly many of our Credit Unions, par- 
ticularly in the western provinces, have, in addition 
to share accounts, deposit accounts. As Mr. Glen has 
pointed out, there are various reasons for this. I 
would suggest that in a general sense we would call, 
or we would term shares to be more in the nature of a lon 
term deposit, and would classify, vIcthink: again-in ao” 
general way, deposits as temporary renee: temporary sav- 
ings of members which they expect to withdraw in some 
reasonable time in the future. 

MR. STEWART: Thank you very much. What then 
is the essential distinction, if there is one, between 
dividends on shares and interest on these deposits? 

MR. INGRAM: Here again I would say there is 
a legal difference, of course, but in actual practice 
te:question of paying an interest rate on deposits, as 
opposed to dividend on shares, is generally a matter of 
decision by the annual meeting of each Credit Union. 

MR. STEWART: But coming back to a point I 
was touching on earlier, if you get to an annual meeting, 
and you come to the question of the dividend, the rate 
of dividend relates to the operation of the previous 
period? 

MR. INGRAM: Correct. 


MR. STEWART: But the rate of interest would 
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relate, on the deposit Prkde, would relate to the pros- 
pective period? 

MR. INGRAM: In most cases, but not always. 

In some cases you also find that your savings are allocatad 
in Une three ways: dividends on shares, interest on 
deposits and rebates on loans. 

MR. STEWART: So that on that basis, if a 
member makes a deposit, he may not be entitled to any 
interest at all until the following annual meeting decide 
that interest will be paid on deposits? 

MR. INGRAM: It is conceivable, yes. 

MR. STEWARG) : On that basis there is no legal 
entitlement to interest? 

MR. INGRAM: Not necessarily, but we still have 
avery strong belief that the members, for the most part, 
do no& join in a Credit Union for the simple result of get 
ting a high return on their savings, even though we feel 
they are entitled to a fair return if the funds in the 
Savings are available to them. 

THE CHAIRMAN: I am not clear whether "not 
necessarily" is the same as "no". You asked about legal 
entitlement. Does that mean sometimes there is and 
sometimes there is not legal entitlement to interest? 

MR. INGRAM: Legal entitlement would be a 
matter of the by-laws of the individual Credit Union, 
whether they provide for it or not. 

THE CHAIRMAN: Sometimes there would be? 

MR. INGRAM: Yes. 

MR. STEWART: When you say sometimes there 


would be, when the by-law indicates that the interest 
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is payable on deposits, will it go further and state the 
rate of interest? 

MR. INGRAM: Normally the by-law would not 
state a specific rate. 

MR. STEWART: So that if you have that type of 
by-law, which does not specify a particular rate, and Mr. 
Jones has made his deposit on the first of January, there 
is no amount of interest, no determined amount of interest 
that he can claim until the annual meeting after the 
following 31st of December? 

MR. INGRAM: Unless the Credit Union in that 
previous annual meeting has so stated. 

MR. STEWART: In other words, they have de 
termined the rate prospectively? 

MR. INGRAM: That is right. Then there would 
be legal entitlement. 

MR. STEWART: I notice in your submission on 
Page 12, in Paragraph 42 you say, towards the end of that 
paragraph that the dividend on shares "4s essentially, 
if not legally, interest." We appear, from what you have 
said, to have a somewhat nebulous distinction in your 
movement between dividends on shares and interest on 
deposits. Would you care to comment on that proposition? 

MR. SHIPE: I think perhaps you are putting it 
correctly. This difference between shares and deposits 
comes right down to some pconvle like a Chevrolet, some 
people like a Ford; just about that much difference in a 
general sense. The members of the Credit Union who use 
shares, outside the Caisse groups, look upon it as being 


a permanent or more or less permanent type of savings. Thdase 


who use deposits and the trend has been away from deposit 
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as the Credit Union move- 
ment has gained age, look upon it as being normally 


savings on which they would like to have some kind of a 
return. Now {think you are correct when you say there is 
a degree of nebulousness about the shares and the deposi 
aspect. 

MR. STEWART: Thank you very much. 

THE CHAIRMAN: Before you leave that point, 

Me .Stewart, you may know the answer to this yourself, but 
I do not think I do. If these are legal dividends, are 
they entitled to the dividend tax credit? 

MR. STEWART: Mr. Chairman, as a legal matter 
I think theanswer must be no. because the Credit Union 
is exempt from taxes. 

THE CHAIRMAN: Is that so spelled out in the 
Act? 

MR. STEWART: Yes, Section 62, (1) (K). 

THE CHAIRMAN: Thank you. 

MR. STEWART: Well then so far as these deposit 
are concerned, what is the general arrangement with 
regard to withdrawals? Do you have, again, theoretically 
at any rate, a waiting period? 

MR. SHIPE: Theoretically, under the law but 
the operation of the Credit Union, from the standpoint 
of deposits, is that the member can withdraw them before 
the end of the dividend period and still have a return 
on them, 

MR. STEWART: You neue before the end of the 
dividend period. 

MR. SHIPE: Most Credit Unions operate on 


the basis your shares have to be left in the Credit Union 
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until December 31st and then the dividend is paid on that 


2|'pasis, so you treat it on the basis of pro-rated number 
3 of months that it is in the Credit Union, provided that 
4! they were left there until December 31st. 

5 MR. STEWART: Again I was perhaps labouring 

6] 3 distinction too hard. We have already discussed the 
7 right to withdraw; to have shares redeemed. Now I am 

8 addressing myself to deposits as opposed to amounts in 
9 share accounts. If you want to get a deposit out, part 
10 of your deposit out, part of what you have loaned to the 
11 Union, can you get that out without. notice, or is there 
12 a period of notice? 
13 |) 


MR. SHIPE: The general practice is without 
“notice. 
4 MR. STEWART: Do Credit Unions borrow from peopl 
; other than their members, and if so, from whom? 
; MR. INGRAM: I would say this, that generally 
speaking the Credit Unionmsuse the accumulated savings 
‘ of their own members but on occasion, and primarily for 
temporary or seasonal reasons, the Credit Union may find 
it necessary to borrow from other organizations. The 
prime source of such borrowing is the Central Credit 
Union in the Province in which the Credit Union is loc- 
ated, which is the specific purpose for the creation of 
the operation of what we call the Central or Credit 
Society of the province. 
MR. STEWART: Would they ever borrow from the 
chartered banks? 
MR. INGRAM: Yes. This is done on occasion. 


MR. STEWART: Is there any limit on the borrowing 
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power of a Credit Union? 

MR. INGRAM: The borrower is generally limited 
by law, the provincial law which again, in general, would 
limit the borrowing >power of a Credit Union to 25 per 
cent of its, what the law calls paid up shares or deposits 
on the authority of the Board of Directors. In some cases 
under some provincial jurisdictions, it's up to 50 per 
cent of the unimpaired share capital deposit on the 
authority of an annual or special meeting... 

MR. STEWART: If you are borrowing.from.as.. 
Central, what ratevwould: you expect to pay on the amount 
borrowed? 

MR. INGRAM: This again would vary from province 
to province. On the average I would suggest probably 5 

= ant per annum would be the most commonly effective 
‘borrowing rate::. 

| MR. STEWART: Now that is the current rate, 
fox is that pretty much fixed regardless of the current 
‘bank rate? 

MR. INGRAM: This would be an average current 
rate. 

MR. STEWART: When you say current, you mean 
to-day. Has that rate varied from year to year or from 
period to period? 

MR. INGRAM: This would vary slightly over the 
past number of years, yes. 

MR. STEWART: And would the variance reflect 

Bakes in, let us say, the prime bank rate on loans? 
MR. INGRAM: To a minor degree this would be 


true, but in the main I think the variance would be be- 
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cause of the general operation of the Central, not nec- 
‘essarily a prime bank rate, except, again, on seasonal 
occasions or temporary occasions when the Central may have 
to borrow from the chartered banks. 

MR. STEWART: So that the prime rate would have 
some effect on the end rate, as it were, then the funds 
which the Credit Union acquired, no matter how it acquired 
them, are utilized, I take it, primarily in making loans 
to members. Is that correct? 

MR. GLEN: I would say exclusively sir. 

MR. STEWART: I will come back to the exclusively, 
but this is the basic purpose of the operation, in any 
event? 

MR. GLEN: To serve the needs of members. 

MR. STEWART: And the interest rate which may 
be charged on these loans is approximately what? 

MR. GLEN: May be charged on loans to the 


members? 


MR. STEWART: Yes. 

MR. GLEN: The most common practice that we 
follow is the one per cent per month on the unpaid balance, 

MR. STEWART: Well now I have understood that 
the one per cent is a maximum. 

MR. GLEN: Yes. 

MR. STEWART: And is the maximum in fact char- 
ged? 

MR. GLEN: As a matter of practice, it is my 
information it is,yes. 

MR. STEWART: Each Credit Union will have a 


Credit Committee which will screen these requests for 
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loans? 

MR. GLEN: Yes. 

MR. STEWART: Is there any limitation on the 
purpose for which a member may borrow funds? 

MR. GLEN: Generally speaking no. The rule of 
thumb is for a provident or productive purpose. The 
individual Boards of Directors may set a policy as to 
which areas.s the loan shall be made in. We obviously, 


I think, are concerned about what might be called the 


moral aspects of a loan. We won't loan money to a member 


who indicates he wishes to go to the race track and enjoy 


himself, for instance. 
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MR. GLEN: This sort of thing has to be for 
the good of the member. 

MR, STEWART: Is there any minimum or maximum 
term of loan? 

MR. GLEN: This is usually determined by the 
Board of Directors of the Credit Union themselves. 

MR. STEWART: As a matter of general policy? 

MR. GLEN: Yes. 

MR, STEWART: What would the maximum be likely 
Lorbe. 

MR. GLEN: It would depend upon the size of 
the operation and the views of the directors who have 
been elected by the members. Our practice is to serve 
as many members 1f we can. Of course if one member came 
along ad. wanted a loan of ‘2 thousand dollars and there 
were ten members who wanted loans of $200 »apiece then 
we would look after the needs of the ten members at $200 
“apiece and the 2 thousand dollar application would just 
have to wait until there was sufficient additional funds 
vor Service rchis:. 

DR... POLNER: <I would, if I could interject, 
L think it is fair to: say it is common to provincial leg- 
islation that loans must be for provident and productive 
purposes. 

THE CHAIRMAN: I beg your pardon for -- 

DR. POLNER: Provident and productive purposes. 
These are characteristics of provincial statutes. 

MR. STEWART: Coming back to the duration of 
the loan, if a member wants a loan for five years would yo 


consider that? 
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MR. GLEN: It would be considered. 

MR. STEWART: Would there be any time limit on 
the period you would consider? 

MR. GLEN: In connection with the individual 
Board there would be. A lot of it has to do with the 
purpose of the loan itself. In some cases the Credit 
Committee would say to a member we don't think it is pru- 
dent for you to tie yourself up for this period of time. 
In view of the economic circumstances this is a long 
period of time and therefore you should discard your 
application. 

MR. STEWART: Is there any limit on the amount 
that may be loaned? Can the Credit Union loan up to 
100 per cent of its assets? 

MR. GLEN: The limits, I think, are set generally 
speaking through the legislation. We are not permitted 
to commit all the savings of our members because of the 
regulations of §tatutory Reserve for withdrawal purposes. 

MR. STEWART: These Statutory Reserves may not 
be encroached on by way of loan? 

MR. GLEN: No. We set those aside and keep 
it available in cases of withdrawal so we cannot loan it 
to our members. 


MR. STEWART: Is this the only statutory limit 


on the amount, on the proportion @f the xropempeneor 
the assets which may be loaned out? 

MR. GLEN: Does anyone want to comment on 
this? I am not that familiar with statutes all across 
the country? 


MR. INGRAM: Under most statutes Statutory 
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Neserves which are guarantee: funds, as we call them, mus 
be invested or set aside or invested in some other 
fashion. Ontario is an example. They permit the loaning 
out of their Statutory Reserve to their members if they 
so wish. 

MR. STEWART: Well then, I was interested to 
observe that the Caisse Populaire appear to have a 
relatively small proportion of their assetsout on loan 
as compared to the Credit Unions. Can you comment on that, 
first of all as to whether I am correct and secondly as 
to how it comes about? 

MR. INGRAM: I don't think we are prepared to 
speak on behalf of the Caisse Populaires as such. I 
would suggest that there is an essential difference in 
the operation of the Credit Union and Caisse Populaires. 
Their operationsas I understand, are geared to a higher 
percentage of investments in other than personal loans 
to members. I understand a substantial portion of the 
assets of the Caisse Populaires are invested in loaning 
out to members by way of mortgages. This is nd so common 
in the Credit Unions where the large percentage of ou 
savings are loaned to members by way of consumer credit 
or personal loans to members. 

MR. STEWART: —: af a particular ~.c Credit 
Union has surplus funds not required by its members I 
take it you make a loan to the Central? 

MR. GLEN: We don't regard it as making a loan 
to Central. We deposit our surplus funds with the Central. 
Our understanding in doing this is the Central will 


make it available to other Credit Unions who may have a 
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demand for money. 

MR. STEWART: What rate would you expect to get 
on the deposit? 

MR. GLEN: Again this will vary according to the 
experience of the Central. In my experience we haven't 
placed our money on deposit with the Central in the ex- 
pectation of receiving anything. We usually do, mind you, 
but our Central is a facility for us. It is not necess- 
arily an investment for us. 

MR. STEWART: So when you make funds available 
to the Central it is not on the basis of a clear under- 
standing that a particularrate will be paid on that amount 
until it is repaid? 

MR. GLEN: Our Credit Unions who belong to the 
Central will send delegates to the Central's meetings. 

They will elect officers of the Central and if the Central 
has had problems with the money which we have left on 
deposit with them, no great demand for it, then naturally 
we wouldn't expect. to receive much in the way of return. 
It operates much the same as the Credit Union. If good 
use has been made of the funds then the resulting earnings 
are distributed back again. 

MR. STEWART: Do I take it’ basically you 
make funds available to the Central on the basis that you 
are getting a reasonable proportion of the gain, the 
savings the Central realizes from the use of the money? 

MR. GLEN: Correct. 

MR. STEWART: Well then your income of ‘av 
Credit Union will include these elements: first the 


interest you receive on members! loans, secondly any 
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income you receive from Centrals or other organizations 

|, to which you make monies available and third it would in- 
clude investment income derived from your investment port- 
folio. 

MR. GLEN: Perhaps I might ask Mr. Ingram to 
answer that because in my experience we don't have an in- 
vestment portfolio. Our surplus is with the Central and 
there is very little, if any, from so-called investment 
portfolio. This may be different in other parts of 
Canada. 

MR. INGRAM: Any returns which would be derived 
by the Credit Union from investment would be very incon- 

sequential in nature and in size. These are simply 
returns from funds which are temporarily not needed by 
Pie treat Union for loans to members. As far as we are 
Pepe cchied in the movement which is aninsignificat portion 
| ana simply amears of temporarily using funds which are 
“idle on either seasonal or temporary basis. 

MR. STEWART: What happens to this Statutory 
Reserve, Mr. Ingram? Let me put to you a case of a 
large industrial Credit Union with 10 thousand members 
which has been in existence for ten years and has built 
up a considerable Statutory Reserve. How is that Statutor 
Reserve invested? 

MR. INGRAM: These funds for the most part are 


on deposit or left with the Provincial Central. That is 


‘the first and prime source of investment, if you want .to use 
ot that term 


of the Credit Unions, but for such temporary surplus 
funds or Statutory Reserves the first place we suggest 


they put those funds is in the Central to which they belong 
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MR. STEWART: Let me go back and put it this way, 


that the income of a Credit Union consists of interest on 
loans to its members, number 1; number 2, any interest it 
receives from the Central in respect of amounts that it 
has made available to the Central and third any relativel 
minor amounts of investment income it may have. 

MR. INGRAM: Right. 

MR. STEWART: Are these basically the only 
categories of income that it receives? 

MR. INGRAM: I would say so, yes. 

COMMISSIONER PERRY: Mr. Stewart, before going 
if we could just look at some arithmetic. I am intrigued 
because of my background in another life that I lead, wit 
the figures that are given. First the savings seem to be 
a billion and a half in Canada. Then the loans outstandi 
seem to be roughly a billion dollars. There is apparentl 
half a billion of money here which is not used in loans. 


This is rather trivial, the amount held in reserve, which 


on 


I assume is over and above this is rather trivial in compar- 


ison with a half a billion dollars in idle cash. Where, 
in fact is this kept? What form does it take? I under- 
stand part of it is kept by Centrals but the tendency 
seems to be to minimize this amount. Where does the 
rest of it sit? Where was it sitting at the time these 
figures were put together. 


MR. GLEN: May I have the reference, sir? 


COMMISSIONER PERRY: I have Page 7 of your brief, 


but the same figures appear in many places. It is the 
paragraph at the very top. The members have a total of 


1 billion and a half in savings and loans outstanding of 
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&@ billion. Half a:-pillion of members resources must 
have been held in some form or other, ecither investment, 
bank deposits, deposits with Centrals. I know in chartere 
banks this amount would be represented by investment, 
deposited in the Bank of Canada. 

MR. STEWART: If you also refer to Page 27 of 
this book I think you may find that the answer to Mr. 
Perry's question lies primarily in the Province of Quebec 
because under the Quebec column, shares and deposits aré 
$916 million but loans outstanding are © $503 million. 
Of course, to some extent what Mr. Perry is driving at 
is where is the other $13 million of the: Québec: 
shares and deposits? 

MR. GLEN: I think Dr. Polner could answer 
“thats 

DR. POLNER: I wish you wouldn't pull this out. 
We have two year books that Canadian Credit use, one 
‘turned out by the Credit Union National Association which 
you are reading from and the other is turned out by the 
Canadian Department of Agriculture. On Page 10 they have 
a breakout by three categories of Credit Unions in Canada: 
The Province of Quebec, other provinces and Canada. If 
you look down the list as far as the Province of 
Quebec is concerned as of their method of obtaining 
statistics in 1962 there were $156 million in. sox 3 
called cash in the province . In all of Canada there 
| “were $214 million. That left $58 million in the other 
Coavinseal In investments again for all of Canada, $347 
million dollars of which $267 million are in the Province 


of Quebec. You have other provinces iat about $80 million 


y. trrearsiasryas va petwavencet 46, ‘bEgow souoms. ‘akdd, 2 
.." - Pais pesca 
to VC agai wi ater oats boy et 2 NWT . oe ud 
“m8 od vewend oft teddt bakd cen pe aaa T xood abd F 
soveud to sdb’ od od vibeemtza sett noiveonp elytast 
bee ttianyeh bas atari fama’ sadeue add rabaw eaueoed | 
markite FOR o& gys gus | QUERStgtWO esol sod notittn ares § 
dA aokvrrh aeicnt sat Sit penitxn “smioe of ,@8ttios 107 

© .wiooup bt ne nmonkteaieey nento odd xk exon iat § 

| hvu - gael bae esteda 

sedans Ddves senLo? oad Xesbrtt IT sida", AM | 

: - weet sat, 


| 


fou a five tMablvow oy datw I <HKIOT .Ad ha 
oie sey Uibecd mpibensd vais atood zeey ow? aver or FE 

| Mabey rnolsiseipoeas tancktait dolnt gLhetD ed owd cus Kent | 
| arid vd apo Beige al ted?o pay Ons pa" gil bseet 914 ucy 4’ 
owed vend UL east nO -omtdiuotsph to taeumtsaged mafhans 
:ebene) ni eneiat 4foer> te selbiogetso part vd seadalel a) 

| .shsasd Soe seontvete talto qosdeu) Io sonivorl nif 


16 soabvors af? as tal #5 Seff eit aqwoh Nool. soy 


—————————— ee 


gutniesdo te Sodsem sled? Go ne benis9nes el ,edsu 
' don ag? mgettitm O2£§ otow sted? SACL at sobtatesds | 


winds ahersd Yo Lie ob 5, sontvorqiedd at dees belied 
‘ a 


tenvo eciv xt copetihn 82g TIML adh: .nrotiiim b1S$ even 
TPES shared to Lis «ot ntegs edpemteervns ni escort ror i 


veo adv ot exe metigtw TOSti mote lo arafiob soll ftw ' 


; 
_ 


| deere ze 0&8 cyoda.s1n seoutvorg tadto eval wor adihcate 
= uae 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 5260 


dollars, and I think that one of the things these statisti¢s 
‘don't show and this you could bring out is that there are 
other Caisse Populaires in other provinces that try to 
follow the pattern set by the Caisse Populaires in the 
Province of Quebec. For instance in this town of Ottawa 
there is the Ottawa Federation which is a group of Caisse 
Populaires in the Province of Ontario. Therefore this 
would probably explain the majority of the funds that 
Mr. Perry has requested information on. 
MR. STEWART: It is rather interesting that 
the cash investments in the Province of Quebec, the figure 
you have just given total $423 million cwhien is 
a little bit more than the difference between the shares 
and deposits on the one hand and the loans outstanding 
bo members on the other which appears on Page 27 of your 
aes That figure was $214 million.¢.o Wicw: Mr. Polner, 
Seca Suried inc tabauenar invextmentaumis Heo Worden 
| is )in?s 
DR. POLNER: No, sir. I don't know where the 
investments of the Caisse Populaires of the Province of 
Quebec are kept. I am sure that this data are public 
record, however... 
COMMISSIONER PERRY: The point in this phenomena 
is largely concentrated in Quebec and that money is held 
_in three or four obvious ways in which money must be 
held, cash, investments, bonds, shares, bank deposits. 
“Can I.take as a statement of fact that the Credit Union 
Movement in the rest of Canada has a much lower propor- 
tion of unused resources than in Quebec? 


DR. POLNER: If you go... 
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COMMISSIONER PERRY: One has to be very careful. 
I was referring to deposits of assets. Chartered banks 
regard them as liabilities. I am picking my words fairly 
caretully. 
DR. POLNER: Let me take assets ‘in 
Alberta, $41 million, loans outstanding are $32 million; 
in British Columbia, assets of over $113 million, loans 
outstanding of $92 million, really nine-tenths in loans 
outstanding to members. In Manitoba roughly five-sixths 
are outstanding to the members. In New Brunswick roughly 
Pour £4°%ths, 15 to 20. In Newfoundland there is an 
error in the list. These are the data provided to me by 
the Registrar there. I simply took his data. This is 
insignificant. In Nova Scotia again as far as Credit 
Peatone are concerned it is roughly more than four-fifths 
are out to the members. In Ontario again five-sixths 
ne oa to the members. P.E.I. roughly 85, 90 per cent 
| is out to the members. 
THE CHAIRMAN: It would sound generally as thoug 
the range is 80 to 90 outside of Quebec. 
DR. POLNER: Based on this data yes. 
THE CHAIRMAN: And in Quebec, two-thirds, is 
it? 
DR. POLNER: 95. 
THE CHAIRMAN: About half? 
DR. POLNER: About half, five-ninths, about 
| naire. 
| MR. STEWART: Well now, gentlemen, I would like 
to discuss with you what happens to the income which 


comes into your Credit Unions, and first I take it that 


be 
: 


ee 


- ——EEEEEE— — — 


). Offf bivow I  vemeftney wor FisW PTHAWETE’, 


sued ae Vkieroneg bation bivow's. | : wanettAno wHY 


whan Per ‘en ies ites a 
mb: ejogiin ” ese om tod ee 
qretl (in SER. wes gabbeateate ‘dasa!’ onttta ba wasweetat 

aingl aot !ifa £268 seve to ngesas: _phenteted Mates ek 
conot at ectWevcsnde yftser)nottine SQ tovgarbasdases | 
ativntaeavit thine eich iciaman “AL whedina od arthnsde dee: ft 
cichgoo: azvednuieet wane at .atedmom odd of ‘grit baedasuo. ets ; 
ma 6! Cede Gaakhauotwem mE OS OF el iadstitentoy a 
cd a’ ot NebeNoNy HRD OAT Wie SESH WHOLL 689 OY sowee we 
af alee’ Stab ald Moot tlamte T oasteny <orvotuen ad’ ® 
vii es set 66 Ateab-abeeas Svou ‘nt deac hr taal 
sdviit=sdet asd? sco ylriguer! ok Si Bemreones 81a endket ie 
orks tPo=evht iitgas oltesng nl .eredmem edt of uo STs. 
rites dq 08 (28 whitguet 1 .a.4 petedasn sci oF P00 ots ie 


ibeaiier edt of due ab’ 


oedeu® %é effatne OC 69°08 eft sanet ond 
aay ngeb atd? no beans ieeKIOT FC 


of ,@fclh¢7-ows .oedeup nl OA 1MAMALAD THT 


,20 ‘ fEUIOF AG 
> * $%fsd soodA “fWAMALAHD BHT 
Jucds ,witelu~gvi? Viled suodh + REMIOT rat 


r 
i 


af 
olin seeqnk ett od, sneqqad tedw woy idle sauoath é ri 


gent 22 exes 0 dant? bas, saeral sthew® wot osnk bn 
; en ee > 


ANGUS, STONEHOUSE & CO. LTD. 5262 
TORONTO, ONTARIO 


1|. the income is applied in the payment of what other expense 
2\|| the Credit Union may have; is that correct? 

3 MR. GLEN: Yes, generally. 

4 MR. STEWART: And then you apply a certain pro- 
5| portion of any balance towards the Statutory Reserves? 

6 MR. GLEN: Yes. 

7 MR. STEWART: Is it generally the case that the 
8] limit of a Statutory Reserve, what I think may be called 


9| a guarantee fund, is 10 per cent of the assets. 
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MR. INGRAM: No. The Provincial Statutes re- 


quire 20 per cent of the net earnings be set aside each 


year as a Statutory reserve until such time as it reaches 
10 per cent of the share capital deposited in the Credit 
Union. 

MR. STEWART: Now then in addition to that 
particular reserve, is there also what is called an ed- 
ucational reserve? 

MR. INGRAM: There is provision for a reserve 
which we call an educational reserve under most statutes. 
This is generally limited to 5 per cent of the net savings 

MR. STEWART: But the amount that can be app- 
ropriated to the reserve in any year, there is no ceiling 
on that by statute? 


MR. INGRAM: It's generally limited to 5 per 


cent. 


MR. STEWART: Five per cent of the earnings or 


sie per cent of the assets? 


MR. INGRAM: Five per cent of the net savings. 

MR. STEWART: Net savings for the year? 

MR. INGRAM: Yes. 

MR. STEWART: Is there any ceiling on the total 
amount of that particular reserve? 


MR. INGRAM: No. General practice it is used 


upvon an annual basis by the Credit Union. 


MR. STEWART: In any event, on Page 17 of this 


‘submission, in Paragraph 57 you say that earnings are 


returned to the members at the end of each fiscal year 


after the statutory and other reserves are set aside. 


Now what is the significance of the words “other reserves" 
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. What kind of reserves are they? 

MR. INGRAM: Well this would be referring to, 

almost exclusively, this education reserve we talked about 
and there may be other special reserves of a minor nature. 
For example, the Credit Union may wish to set aside a 
reserve on an annual basis to build a building to house 
their operations, for example. There may be other types 
of contingencies that they wish to provide for. This 
“would be another example of that kind of reserve. 
MR. STEWART: Now I think you said that as 

far as the guarantee fund is concerned, you apply 20 per 
cent of earnings to that reserve until the 10 per cent 
ceiling is reached. When you are computing the earnings 
‘for that purpose, do you make any deduction of the in- 
eee which is payable on deposits? 

MR. INGRAM: In some cases the interest on 
 devodita would be part of the expense of an operation of 
8 the Credit Union for that year, yes. 

MR. STEWART: You say "in some cases"? 

MR. INGRAM: In some cases they have been treate 
“as an expense of operation. In other cases they would 

be treated as a distribution of net savings at the annual 
meeting of the Credit Union. 

MR. STEWART: Now how do you distinguish between 
the two situations? Why is it one way in some cases 

andthe other way in others? 

MR. INGRAM: This would normally be by by-law, 
| whereby the authority of the Board of Directors of the 
Credit Union -- which way they wanted to treat their net 


savings at the end of each year. 
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MR. STEWART: In a Union where interest of this 


sort was deductible in computing earnings for the purpose 


of allocation to reserve, would there be a tendency to 


encourage deposits as opposed to payments into share 
accounts? 

MR. INGRAM: I wouldn't think there is any 
general tendency or trend towards that direction, no. 

MR. STEWART: Now let us suppose that we have 
paid or appropriated for the expense of a particular 
Credit Union in whatever Statute and other reserve or app- 
ropriations from which the reserves may have been made, 
and that there is a balance remaining. What happens to 
that balance? 


MR. INGRAM: This balance would be left as 


a surplus, or as a reserve account to be used or to be 
included in the earnings of the succeeding year; to be 
- distributed or allocated at the wishes of the general 


“membership at their next annual meeting. 


MR. STEWART: Then the members at the next 


annual meeting have some kind of a discretion in this 


connection have they? 


MR. INGRAM: Yes. 
MR. STEWART: That is, they may distribute 


the whole of that net amount or they may distribute 


only part of it? 


MR. INGRAM: That is at the discretion of the 


‘members themselves, yes. 


MR. STEWART: Let's take the part that they 
decide to distribute. Who do they take into account as 


possible distributees and how do they divide it up? 
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MR. INGRAM: This is, in a sense, partly by 
rule of thumb. There are two groups that would normally 
_gshare in the distribution of the savings. They may be the 
same people, and generally are, at least many of them are 
and this is the saver and the borrower. The saver, we 
feel is entitled to a fair return on his shares or deposit 
The borrower, in most instances, not all, but in most, 
is entitled to a share or part of the distribution of 
those same savings on what we call an interest rebate 
or capital refund. This is really a reduction in the 
amount of interest that he has paid on a loan that he 
has had outstanding during the previous year. 

MR. STEWART: Now what are the priorities here? 
Who comes first? The borrower, as regards his interest 
Saree or the saver as regards the return on his 

savings? 
; MR. INGRAM: ‘The saver. 
MR. STEWART: He comes first? 
MR. INGRAM: He comes first. 
MR. STEWART: So that you decide what you will 
pay the saver, and then the rest is applied in interest 
rebate? 

MR. INGRAM: Yes. 

MR. STEWART: Now when we are talking about 
the saver here, are we talking about share accounts or 
deposit accounts or both? 

MR. INGRAM: Both. 

MR. STEWART: So that at that point, that is 
at the annual meeting, you really determine the amount of 


dividend that will be paid on shares, and you also de- 
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. termine, if you like, the final rate of interest which 
_will be paid on loans by the Credit Union for the previous 
year? 

MR. INGRAM: Yes, in practice this is right. 

THE CHAIRMAN: When you come to the end of this 
point, Mr. Stewart, we will break. 

MR. STEWART: Thank you Mr. Chairman. I will 
just be a moment or two. 

Now is the decision as to the amount allocated 
to the saver on the one hand, and the amount allocated to 
the borrower on the other, influenced by the demand or 
lack of demand for loans from the Credit Union? Before 
you answer that Mr. Ingram, I think it is only fair to 
tell you that I asked this same question of the Ontario 
Hcredit Union League people when they were appearing before 
the Commission earlier on and Mr. Burton of the Ontario 
moredat Union League said this, and I am reading from 
, | Page 1673 of the transcript: "It may well be if a Credit 
Hinton does not have sufficient borrowers, in other words 
it has surplus money, then it may consider an increased 
“rebate on loan interest to encourage further borrowing, 
or if it is the other way around, if they have no trouble 
getting money out and can't get enough money in, they may 
say ‘let's give a higher dividend this year and keep 
the rebate down’ and try and encourage savers. 

Now would this be an intellectual process that 
‘would go on among the directors of Credit Unions gen- 
erally do you think? 

MR. INGRAM: I think this, that Mr. Burton was 


probably quite correct in his analysis of the way that 
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some of our Boards of Directors think and operate with 
“pespect to this particular problem. I would say this too, 
that in a general way we have always advocated that the 
movement is simply a mutual self-help kind of organization 
where we pool our dollars and cents and make them availabl 
for provident and productive loan purposes, and that 
the prime motivation behind all of this, on the part of 
members, is not one of getting a substantial return on 
his savings, or of getting a very low rate of interest 
on any loans that he may have. 

I would think, though, probably Mr. Burton 
is quite correct in his analysis of some of our individual 
Credit Unions. They probably do think this way. Il think 
in a general sense this is probably not so. 
MR. STEWART: I am not sure that I altogether 
Paiieu you when you say the prime purpose ig not to get 


--a return on your savings and it is also not to get low- 


"cost loans. What is his prime purpose? 


MR. INGRAM: When I said that, I perhaps should 
| have qualified a little bit and said his prime concern 
should be, his motivating factor is to pool his savings, 
along with everybody elses, within the common bond of 
association, to make money available to himself, and 

this is probably our prime reason for being, to eliminate 
usury. 

MR. STEWART: Well now when these amounts are 
allocated to the savers, on the one hand, and to the 
borrowers on the other, are the amounts in question paid 
in cash or are they simply credited to the appropriate 


accounts of the member? 
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I MR. INGRAM: The general practice is to simply 
2 credit them to the share or deposit accounts of the member 
3 MR. STEWART: Now I am interested in your state- 
4 ment that the person who has a deposit account may get 

5 additional interest because, and I should have mentioned 

6 this earlier, but my note on the point has just been 

7 


reached now, I am looking now at Page 1672 of the trans- 
8 cript of the hearing of the Ontario Credit Union League 
on May 2lst of this year, and I asked this question of 

10 Mr. Hallinan, who was one of the representatives of the 


i League present: 


a "Yes, but I may not have made my question 
13 plain. Let us suppose that the Board of 
14) one of your Credit Unions is dealing now 
15] with the results of operations for 1962, 

16 and it finds it has certain net income 

17}, available and it sets aside this amount for 
13} * the guarantee fund. Then it will determine 
A 1} a rate of dividend for 1962. It may 

iad determine a rebate on loan interest for 

21 1962, but does it also consider its own 

_ sort of retroactive increase in interest 

23 on deposits for 1962?" 

- Mr. Hallinan said: 

25 | "It could, but that is not generally 

at So. Usually the interest on deposits 

“i is determined early in the year." 

28 | Now I take it that if Mr. Hallinan is 
o correctly describing the Ontario practice, then the On- 
30 


tario practice may differ because you have indicated that 
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there is some kind of a retroactive. determination of 
|, interest on loans . to the Credit Union for the 
year? 

MR. INGRAM: Now we are talking about interest 
rebates to borrowers? 

MR. STEWART: No, we are talking about the 
saver. 

MR. INGRAM: Interest on deposits? 

MR. STEWART: Yes. 

MR. INGRAM: Well this varies from one province 
to another, and from one Credit Union to another. In 
many cases Credit Unions that do have deposit. accounts pre 
determine the interest rate. This is true. In other 

, cases this is not determined until the annual meeting. 
THE CHAIRMAN: You are not distinguishing betwee 
O Pciee accounts and shares? I don't think you are 


1} Mr. Stewart? 


a) 
¢ 


MR. STEWART: Mr. Chairman, as I understood 
‘what Mr. Ingram said earlier, the essential distinction 
as between the saver and the borrower, as I understood 
him to say, is that he uses saver here in relation to the 
member who may have -- he will have a share account and 
may also have a deposit account and on the amount in the 
share account, he gets a dividend that is determined 
at the annual meeting in respect to the operation for 
the previous year. 
I also understood him to say where he has a 
Rdepdeit account, then at the 1963 annual meeting, for 
example, depending on the result of operations, they 


may decide that he will get a part or an additional amount 
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of interest on the amount in his deposit account for the 
previous year. Have I stated it correctly, or summarized 
it. correctly? 

MR. INGRAM: In some cases this is true. In 
many other cases this is not so because his deposit in- 
terest rate is on a prospective basis. In other words, 
what he may expect to earn or receive in the following 
year. 

MR. STEWART: But let us suppose that at the 1962 
annual meeting there is a decision that three per cent 
interest will be paid on deposits for the current year, 
1962. 

MR. INGRAM: This is for the coming year? 

MR. STEWART: If you have your annual meeting 
- May, well I take it that you may come to such a decisio 
Pow tnetreanni one? 

: MR. INGRAM: Yes. 

" MR. STEWART: Now let us suppose that 1962, for 
- this particular Credit Union, turns out to be a remarkably 
good year and when the smoke clears away early in 1963 

it appears that there is going to be an amount available 
for distribution to members. You say that at the 1963 
annual meeting, the amount of 3 per cent on deposits 

may be increased -retroactively for 1962? 

MR. INGRAM: That is possible. In most cases 
‘this would not be so. 

MR. STEWART: Now I just have one other question 
ite ask on this particular subject of what happens to 
your surplus. If you would look at Page 27 of this year 


book again, which deals with the position in Canada, to- 
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wards the right-hand side of the page there is a heading 
"Credit Unions Making Interest Refunds", and then there 
are two sub-headings. One is the number and the other 

is the modal rate. Now looking at them province by pro- 
vince, there are no figures available as regards Alberta, 
but in British Columbia 158 unions out of 317, which is 
about half, made interest refunds. In Manitoba 102 


out of 252, which is about 40 per cent. 
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MR, STEWART: No figures for New Brunswick. 

| The figure for Newfoundland is obviously wrong because 
there are more Credit Unions making refunds than there 
are Credit Unions. 

MR. GLEN: 15 is the figure that should be 
there. 

DR. POLNER: That is a typographical error. I 
regret it: 

MR. STEWART: That is about one-quarter. In 
Nova Scotia it is approximately one-third. No figures 
for Ontario or P.E.I. In Quebec it is 114 out of 1522 
which is less than 10 per cent. 

MR. GLEN: That is clarified there. 

MR. STEWART: This applies to the Quebec Credit 
Uaton Members only which would be a small proportion of 

rahe 1522. In Saskatchewan there are only 284. This would 
/ — to indicate that on balance a comparatively small 
13] ‘portion, certainly less than half of the Credit Unions 
}|;do make interest rebates or did in the year 1962. 

MR. GLEN: I think Dr. Polner could answer. 

DR. POLNER: I am in charge of turning out this 
yearbook and I would like to explain some problems. In 
Newfoundland it is a typographical error. The Province 
of Alberta doesn't collect any data on interest refunds. 

We obtained all our data from the Government. The same 
thing goes for the Province of New Brunswick except that 
there are some data available later after this book is 

a) surned out. I also wondered about some questions. We have 
problems of space. What I have been doing is sticking 


to the modal rate. We have this standard set for the 
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United States and Canada based on data we are able to 
obtain and based on the data -- I will read you this 

when you do not use the modal rates which is the most 
common, but you use median the tendency for Canadian Credit 
Unions, for whatever reason they make this decision is 

to return a higher percentage in the form of interest 
rebates to the borrowers than do the United States Credit 
Unions. The reason I work it out by asset class -- let m 
give you an example, if you have an asset class, 50 
thousand dollars to 100 thousand dollars in a province 
with the modal rate of 12 per cent, for asset class 

500 thousand dollars to 700 thousand dollars it is 

15 per cent with the actual median. Here it is higher 
for the modal rates. 

One of the facets of turning out a year book 
is to know what do you put in and what do you keep out. 

I think the modal rates would be easier to understand, 
the most common rate. We use it for dividends. If 
we start using most common for dividends and median 
for other forms of things, I think it would be more 
trouble than here. 

This study is available and I would be very 
happy to provide it to the Committee. If I may have one 
moment to read this: 

"These data on interest refunds are 

paid by Credit Unions in CUNA Districts 

1 and 2 in Canada. 634 Credit Unions 

provided information as to the rate that 

they paid in the form of interest re- 


funds. Usually the Credit Unions by 
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‘asset. classes in Canada pay a higher 

median rate of interest refunds. 
One would think based on these data 

and the data last month on dividends, that 

the Credit Unions in Canada are providing 

greater return to the borrower in the form 

of interest refunds while the Credit Unions 

in the United States seem to have a 

tendency to offer greater incentives to 

the saver. The median interest refund 

in Canada is also 10 per cent." The 

question arises how large a sample do you 

need. We are taking it across Canada 

by provinces. I think this data, when 

you get Alberta figures, when you get New 

Brunswick will generally be correct. There 

is a tendency at the end of 1962 for the 

Credit Unions across Canada to give a 

higher median return in the form of interest 

refunds to the borrower. 

THE CHAIRMAN: Forgetting the statistics 
for a moment, the rate of interest refunds, means, I 
think, that 10 per cent of the interest charged, where 
it shows 10 per cent on the sheet as rebates. 

DR. POLNER: Yes, sir. 

MR. STEWART: Dr. Polner, could I come back to 
my earlier question. It is quite apparent from these 
figures ©“a- comparatively small percentage of the Credit 
Unions dealt with in the provinces which your table deals 


with make any rebate at all. 
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DR. POLNER: Sir, could I explain one of my 
problems. We have a limited number of questions that 
we may ask of Credit Unions. We don't ask a question 
which in the United States I have asked because I have 
other methods of obtaining this information. One of the 
questions we have asked is what would:you charge your 
members. That is we have a maximum of 1 per cent. When 
we were making the study we found that the Credit Unions 
has alternatives, they could give you the interest refund 
or they could charge lower than 1 per cent on the unpaid 
balance to the borrower. — hoe OI OWe. Raveo found 
we were limited in this again, in the problem of looking 
at them, there is a choice that can be made. You can 
make an interest rebate by simply cutting the rate 
originally. This has meant that in, at least, one state, 
I think made a credit allowance of $200 million <=: 
worth of assets, therefore we have one question of 
interest rates which I have data on. We don't have too 
much information on how the rate is cut. In my study 
which is available for this Commission we have found ther 
is a tendency for cutting rates from the maximum of 100 
per cent which in all essence statistically» if I may use 
that term is an interest rebate. 

THE CHAIRMAN: Could we break now? 

MR. STEWART: Would you be prepared to file:::: 
the study you referred to as an Exhibit? 

DR. POLNER: Yes sir, it is in Madison but I 
will send it by airmail tomorrow to Mr. Ingram who will 
deliver it through the proper channels. 


MR. STEWART: You also have a folder you 
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are referring to here. Have you got an extra copy of 


| that? 


DR. POLNER: Yes, I could give you this. 

THE SECRETARY: Exhibit 257. 

MR. STEWART: R£ES/CC Statistical Bulletin. 
What is the number? 

THE SECRETARY: 257. 
---EXHIBIT NO. 257: RES/CC Statistical 

Buletin 

THE CHAIRMAN: We will break for ten minutes. 

---Short recess. 


---Upon resuming. 


THE CHAIRMAN: Mr. Stewart, I think we are 


ready to continue. 


MR. STEWART: Thank you, Mr. Chairman. Gentleme 


| I would like to go to this 1963 year book again. It is 
“on file with the Commission, of course, but I think that 


: for the purposes of the record it might be worthwhile to 


draw attention to some of the figures which this contains. 
First I would like to look in the first instance at 

Page 47 and to read Page 47 to some extent in conjunction 
with Page 1. I have chosen to compare for present pur- 


poses the years 1946 and 1962. I find that as far as 


_the number of Unions is concerned in 1946 there were 2422 


in Canada. In 1961 there were 4592 and in 1962, from 


Page 1 there . were 4638 so that during that period of 


16 years, Mr. Glen, the number of Credit Unions in Canada 


has come close to doubling; is that correct? 


MR. GLEN: Yes, the figures indicate this, sir. 
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MR. STEWART: If we look at the next column 
on Page 47 which is the number of members in 1946, ther 
were 688 thousand in Canada and in 1961 there were 2 
million 751 thousand and in 1962 there were 2 million 
884 thousand, so again in the 16 year period there has 
been a considerable increase. It appears to amount to 
about a four-fold increase during the 16 years; is 
that correct? 

MR. GLEN: Yes. 

MR. STEWART: If we look at savings in 1946 
they amount to $178 million dollars, in 1961, 1 million 
387 thousand dollars and in 1962 $1 million 531 thousand 
dollars which means that at the end of the 16 years they 

were approximately nine times what they were 
beginning. Do you agree with that? 

MR. GLEN: Yes. 

MR. STEWART: Then if we look at the assets 
in 1946 they appear to have been $187 million. In 1961 
they were $1,509 million and in 1962 $1,691 million 

which again would be approximately nine times 
what it was at the beginning of the period. Do you agree 
with that as well? 

MR. GLEN: Yes, sir. 

MR. STEWART: And «then if I make a rough 
calculation of savings per member proceedings from page 
47, dividing the number of members into the amount of 
savings it would appear in 1946 the savings amounted to 
about $250,90 per member. In 1961, on the other hand, 
it amounted to not far short of $500.000 per member and 


in 1962 it would be something in excess of $500.00 per 
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member. Will you agree with those figures? 

MR. GLEN: Yes. 

MR. STEWART: If we consider the number of 
members per Union on the average then in 1946 there were 
2422 Unions and 668 thousand members so that the members 
per union would be somewhat less than 300 on the average. 
In 1961 it would be almost 600 per Union and in 1962 it 
would exceed 600 per Union. 

MR. GLEN: Yes, sir. 

MR. STEWART: So that during the period the siz 
of the average Union as far as number of members is con- 
cerned fassincreased very materially. 

MR. GLEN: Yes, sir. 

MR. STEWART: Well then, if we look at Page 
48 of this Year Book we find certain figures with regard 
to personal income and personal disposable income in 
Canada, net savings and so on. I beg your pardon I 
am looking at Page 48. We find on Page 48 particulars 
with regard to instalment credit in Canada and I observe 
in 1955 the Credit Union proportion of the total instal- 
ment:.credit in Canada was 7.8 per cent, and that in 
1961 it had grown to 13.4 per cent; is that correct? 

MR. GLEN: Correct. 

MR. STEWART: So that while the total amount 
of instalment credit in Canada increased very materially 
during those years it seems to follow that the Credit 
Union percentage of the total also increased very 
materially. 

MR. GLEN: It does appear that way. 


MR. STEWART: Then, if we look at Page 49 we 


wiley \e. are. ,2eY pag 


‘otihearcaan sbesee cts =i 
rn et ts a tn a 
aoa ee 
tt e0er mt bas aokdd soy 003 tnomis od bruowst Lopr AE fF 

.tob0 eq 009 Desoxe SIvow 


09 at axedwom ‘to “recited baa 13? Bf ‘kde opereve eda ‘hey 
gt.catie tate gtey" beenoasc? met peardo . 
ie ©) ater eer ao» 0 


once Ys aloof ow U2 aba? ifaw ‘ TRAWaTS $M 

Sisget Adin esvtunlt atesdreo™ bak? ew stood mney atdy Yo GP 

at omeont sidacogath Lanouieq bas smoont (ecosteq od 

‘I notasq stcy ned I .0 68 bs ayatves Jen ,shsasd 

armel ot drag BA agot reo! brut au .6e syst is gntslool mp 

eviwede r ons sbuna0 ith tibhein Joomtedent od Sraget citi 

~[asJan! Laser aie te narsroqord wold? dtbe1 siz Feel ok 

| at jada bas .taeo 19q 6.) aaw sbens) at Jlhers.dnem 

ttoertop sad at dase seq #.éf oF nwotg ben dt Teer 
<Toenaop :WaID .AN 
(rueme faded omy elidw Jéidt o® <THAWATS . RM 

i al ae ee Seumwrent ebaqsd af dibe rs toemistent to 

9 teens eas ded? welle? of emesa ci ar_Zey sacs gatrub 

vrey beseetant omnis {atev oft To susiasotVSeq soln 

i" eifetresom . 

yaw ded? wesqqs geob 70 :WaID .AM = 

| ew OP est ge voor oe TE coed ermare sae OF 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 5281 


find certain information with regard to personal savings, 
as I was suggesting earlier, and if I go back to Page 46 
again I find in the column headed total savings in Credit 
Unions the figure of $178.7 million and that in the 

column to the left of that the total net savings 
excluding farm inventory changes, $878 million, so 

that the Credit Union proportion of the total net 


savings was about one-fifth. Is that correct? 
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MR. GLEN: Yes. 

MR. STEWART: And then if you go up to 1962, 
we find that the Credit Union savings were p1,531 million 
dollars and that the total net savings, excluding farm 
inventory changes, were .:2,182 million dollars so that 
the Credit Union's proportion of total savings is now 
approximately 70 per cent. Is that correct? 

MR. GLEN: I will have to refer this one to 
Walter. It depends on the relationship that is being 
used. 

DR. POLNER: As far as your figures are con- 
cerned for 1962, yes sir. These are based on the Bank 
of Canada estimates, give or take two or three per cent. 

MR. STEWART: And this would indicate that 
in 1962 a very high proportion of Canadian personal 
net savings is through Credit Unions? 

THE CHAIRMAN: I think you are looking at the 
figures incorrectly there. The figures in the first 
column, which is 2182, represents the accumulation for 
that year only. That is the total net savings for 
1962. Whereas, the one and a half billion dollars for 
the savings of the Credit Union is the total amount of 
accumulated savings in the Credit Union, which figure 
we met earlier in the day. 

MR. GLEN: That is what was confusing me. 

THE CHAIRMAN: You don't relate the one and a 
half billion to the two one eight two: 

MR. STEWART: I beg your pardon. These questions 
that I have just asked about Page 49 are really off 


the point. I was absolutely astonished at the inference 


: 7 a : 7 _ 
a a ? 7 
7 : “a0 7 -¥ 3) - : 
_ : 7 & 
‘ a a J ; — 7 ‘ - 
eae » - ve - = Pen 

7 - : 
908 cMID AM 91s 
' ‘ : - 
| .S8et of ow om voy Mt meds, Sad SPARWETS mM be 
1 ; ; = 
inatitha £5°.f% ete saetvss acta dipbe<d ed? gana Dalieew 
; : = 7 


feci? on eaenshiob aol. Sar .s eiee ueansdo ytotceval 


| ; : ¢ 5 En | of) 
: 
+ ‘ 
, { wh ,recisw 
Sear 
ul 
| 
4 
: { 5 % ; ., 
' 
—- 
| ig ‘ ‘ i , 
- o£ { J 


dj 4 
if ade 
j « 
‘ 
' 7 5 mm r 
: Bil M B 4 j oid .- 
~ , ° 
i J ia “ i ~ 
ad of , 
‘ { F i] a f \ i’ vs 4 i 
a = - vr ® 
al - 8 
. r t 7 ot hey ? 
Pa tie! Ba WG. met | . sil/ 
on — «i ; oh ed T ¢, : 
a bv \< ’ : a) 7 6. ee ro ’ two! Lt WA? H. Lil 
The P 4 4 @@a 
“one fn) efro ows edZ rolilitd ‘lar 
i 
— : . « 17 A TT > 
ACSeuUp , fobtsqa suey ged I s:THAWZTS .xN 
‘ oy al -€? = aa > = + . 
Mis eileen eave Of spel gooda Heiles saul, evead I tang 


Sones?! saiv gm beodefaotes yfetufeonds saw Il .¢ntog. sds 
_ . : - oe a 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 5283 


I drew that as large a portion of personal savings was 
in this particular type of organization, but I see in 
that column headed total savings in Credit Unions you 
have got accumulative total. Whereas, in the column to 
the left you have got a series of annual items. Is 
that correct? 

DR. POLNER: Yes, that is correct. 

MR. INGRAM: We have provided those figures, 
Mr. Stewart, on the savings in our paragraph 32 which 

_compares savings in Credit Unions as compared to those 
in the chartered banks in the last ten year period. 

THE CHAIRMAN: If we went to the next column 
I think we would then be able to say that of the two 
billion, one hundred and eighty-two, one hundred and 
forty-three million went into Credit Unions. I am not 
too sure that one can actually say that, but I rather 
think so. 

MR. STEWART: Is that not the inference to be 
drawn, Mr. Glen? The second column from the right on 
the left hand side which shows the annual increase in 
Credit Union savings? 

DR. POLNER: Yes sir, that is correct. 

MR. STEWART: And the right-hand column shows 
the percentage? The column immediately to the left of 
it is the total of net Canadian savings? 

DR. POLNER: Yes. What we earned in the year 
1962, the Credit Union obtained 6.6 per cent of the total 
net savings excluding farm inventory change, as stated 
aby the Bank of Canada. 


THE CHAIRMAN: 6.6 is the result of dividing 
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143.9 by 2182 I would imagine? 

DR. POLNER: That is right sir. 

MR. STEWART: Then if we -- 

THE CHAIRMAN: Just a minute Mr. Stewart. 

DR. POLNER: I think one of the questions you 
asked, or‘were asking on Page 10 where personal savings 
accounts are kept in financial institutions, this would 
give you the fact that 68.2 per cent of personal savings 
accounts are held by chartered banks in Canada. Again 
using the Bank of Canada data, which are my sources, 
these data are from either the Bank of Canada or from th 
Dominion Statistics Bureau. 

MR. STEWART: This chart shows that 13.3 per 
cent of personal savings for the year 1962 are held by 
Credit Unions? 

DR. POLNER: That is right sir. 

COMMISSIONER PERRY: For the banks you are usin 
the savings deposits are you? 

DR. POLNER: Before I made out this chart, 

I checked with the Bank of Canada. That is one of the 
reasons you have excluding farm inventory. This evidentl 
is the method of obtaining net savings in Canada and, 
therefore, without knowing how it was set up, this was 
set up according to their advice to me and as you will 
notice in the United States, we don't have that excluding 
farm inventory because we have another system of 
obtaining net savings. 

This is the Bank of Canada system and we were 
following it because I believe that we should have 


comparable data. 
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MR. STEWART: Well gentlemen I think that you 
would probably be prepared to agree chat when the Credit 
Union tiovement in Canada now has these substantial assets 
and is in a position it appears to be with regard to con- 
Sumer loans, and so on, when it holds the percentage of 
personal savings that it appears to hold, the movement 
has come to play a very significant role in the economy 
of Canada as a whole? 

MR. GLEN: My answer to that sir would be I 
think it has come to play quite an important part in the 
lives of individual Canadians. As regards our role in 
the economy of Canada as a whole, this is a very difficult 
question for me to answer because our Credit Unions are 
autonomous. of units and they are concerned with the 
welfare of their members. I think this concern for 
the welfare has accounted for some of the figures that 
we have related to you in the last few minutes. 

MR. STEWART: If we consider that the number 
of members alone are, at the end of 1962, apparently 
2, million 884 thousand, this is a pretty significant 
proportion of the population of Canada is it not? 

MR. INGRAM: Yes. I think this has come about 
because of the zeal largelyof ‘our volunteer people who 
believe that the Credit Union is a pretty wonderful 
organization in terms of human relationship and they 
are certainly not backward in explaining this relation- 
ship to other people and encouraging them to participate. 

We have a philosophy that we are very 
proud of sir. 


MR. STEWART: And you hope, I take it, that 
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this growth will continue? 

MR. GLEN: I hope the philosophical growth will 
continue. I realize that there probably comes a point 
when philosophy ends off and other considerations begin. 

MR. SHIPE: I think, if you look at Page 49, 
you will see the percentage of Savings rate of growth 
in the Credit Union has gone down considerably. Going 
back there to 1958, 8.6 down to 6.6. 

I can also point out to you that the number of 
Credit Unions which have been organized each year in 
Canada is also showing a decrease. What I would like 
to point out or conclude from that is this, and this 
ties in with what Mr. Glen has said about the motivation 
behind the Credit Union idea, we are not primarily an 
economic organization. The Credit Union, and this has 
been said by Alphonse Desjardins, who is the creator 
of Credit Unions in Canada and North America, the Credit 
Union is to band people together for provident and pro- 
ductive purposes and to eliminate usiry. To bring 
credit to people at a reasonable rate of interest. To 
make it easy and convenient for them to save and help 
them to learn more about the democratic control and 
management of their own money. What we have tried to 
do in the Credit Union movement, we have tried to set' 

a yardstick or establish a base and we have tried to 
encourage other organizations to come into being; to 
provide savings and credit service to people so there 
would be created a facility to help to develop the kind 
of economic standard of living we like to have in this 


world and the Credit Union, as it grows, other organiza- 
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tions are beginning to realize that the average man is 
honestcand will repay his debts if he is Biven half a 
chance to do so. 

We pioneered in consumer credit on this contin- 
ent and as a result of that, other types of financial 
organizations have come into being, ‘The banks, for 
example, are more and more going into the consumer credit 
field. The Department stores are making consumer 
credit available to people. The S. &L. Savings and 
Loan in the United States are talking about going into 
the granting of consumer credit to people. The Credit 
Uniamnlovement looks upon this as good because it will 
make it possible for the individual to have a source of 
credit at a reasonable rate of interest and we belivve 
that this will help him to enjoy a better standard of 
living and it will also make possible for there to be 
more jobsand more production and this will make it 
possible for us all to have a better and a more satis- 
factory life. 

Now in that area too, we are engaged in the 
practice or the programme of trying to help people learn 
what is the true and honest rate of interest and what 
is a reasonable rate of interest for credit. We supporte 
legislation to bring about a method whereby people could 
accurately determ ne what the cost of interest is. 

We supported this both in the Commons and in the 

Congress and spent money and time anc. effort and engaged 
experts to produce various studies so that Joe and Mary 
Doaks could.determine what the cost of credit is so they 


can compare what it cost when they finance an automobile 
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or when they get a loan from this organization or that 
organization. They can determine what is the best rate 
from their standpoint. 

With the permission of the Commission, we 
would like to present one of these to each member of the 
Commission. We also engaged in studies which we have 
been supporting, one we would like to really talk about 
is thevGrédit Union Member by Income Groups, so we can 
determine what element of the Credit Union population are {gett 
this kind of service, and we are looking more and more 
to the lower income groups, the depressed areas of the 
economy and we are trying to find out why the lower incom 
group in an industrial group, or the lower income in 
a@ community are not getting the service of Credit 
Unions, because they have no source of credit except 
the high rate;; money lender, commonly referred to as 
a loan shark, and I would like to leave this study 
financed by the Health, Education and Welfare Department 
and it has used the services of an outstanding Canadian, 
Dr. Croteau who now is the economist in the University of 
Notre Dame and these figures were based on studies 
conducted by Dr. John P. Croteau and the use of the 
members of Credit Unions and non Credit Union members 
and members of an employee group in North Indiamna. 

This brings out some very revealing background. 
We would like to leave this with you. 

What I am trying to say is that the Credit 
Union is not primarily an economic organization and we 
do not measure our growth in the conventional sense 


of theword. We are very interested in how many people 
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are served through the Credit Unions and these yardsticks 
are helpful, and they are practical and they are standard 
to account for how many people are we serving and the 
Credit Union may seem to have a lot of money, but actuall 
as compared to the amount of money in our total economic 
picture, it is a rather small amount but we feel that 

the amount of good it does in helping people to eliminate 
worry problems, and to eliminate some of the problems 
that cause the breakup of families and are causing dis- 
tress and unhappiness and perhaps discharge from their 
employment are actually alleviated by the workings of 

the Credit Union. 

I hope I haven't taken too much of your time 
but I want to stress we are not primarily -- it has often 
been said we are 51 per cent financial and 49 per cent 
fraternal. I think it has got that way -- we have got 
to accurately portray that true picture of what a 
Credit Union is. 

MR. STEWART: Mr. Shipe, I think what you have 
said is very helpful to us and I think from that, and 
from what you have said in the submission and what the 
Ontario Credit Union and the Caisse Populaire said in 
their submission, it will be possible for the Commission- 
ers to get the real flavour of this movement which I 
realize is a very important aspect of it. 

I would like to now deal with what you have 
described as the 51 per cent, the financial side of 
it because when it comes down to it,cdfrom what you have 
told us this morning it seems to me that basically 


your Credit Unions are in this position: that they are 
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getting funds in and remember I am looking now at the 
business or financial side -- they are acquiring funds 
at one rate of return. They are lending those funds out, 
admittedly to their own members, or basically to their 
own members, at a higher rate of return so that it seems 
to me that their activity is basically similar to the 
activity of other companies which are engaged in the 
business of lending money. Those companies, after all, 
get capital in, as the Credit Union does and they lend 
it out. They hope to lend it out at a higher rate 
than they pay to the people to make the funds available 
to them. 

Now if you look at it wholly from the financial 
point of view, or the business point of view, and I 
am not suggesting this is the only point of view, but 
try to concentrate for the moment on that financial 
or business point of view, is there any essential dis- 
tinction between the activities thet the Credit Union 
carries on and the activities these other financial 
concerns carry on and if there is a distinction, what 
ES0162 

MR. SHIPE: Yes. That is a good question 
Mr. Stewart and I think there is a very clear-cut and 
essential difference. The kind of financial organization 
you refer to is a wery proper part of our economy. 
It is a profit-making organization, designed to pull 
together the investments from the group which will then 
develop a business organization to make loans at a 
profit so there will be a return to the stockholder. 


Very. proper and very legitimate, and very good and we 
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hope there will be more of then. 

The Credit Union is different in this respect: 
it is a cooperative or mutual organization primarily. 
Most of them operate in this manner because of the mostly 
small organizations where there is no compensation to 
any of the officials, with the exception of maybe the 
Treasurer and the Manager who may receive an honorarium. 
This is a smaller group, The larger one may have 
employees, but even where they have employees the 
Directors, the Committee Members and the Supervisory 
people, and the people that work on the educational 
or deposit committees do this as a public service, much 
liketthe way you would participate in your church activ- 
ities or fraternal activities or your professimal organ= 
izations or as a good citizen in your various civic 
organizations, so the essential difference is this 
aspect of contribution of time, taleny, and effort on 
the part of individuals who are interested in trying 
to help their fellow worker, or their fellow neighbour 
through the Credit Union to enjoy a little bit better 
economy and the feeling, over and above that of money 
lending, that there is a kind of non-profit motivating 
guidance, interest in helping him achieve better manage- 
ment and control of his finances. 

Many financial institutions, the kind that 
I refer to, and again I emphasize that we want more of 
Chem and we want them to be in existence, they cannot 
afford to take care of the $50 or $100 or $300 dolla» 
loan because the cost of making that kind of loan is 


just nfipractical. Many of them cannot do what Credit 
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Union can do and have done and are doing extensively. 
They make it possible for the individual to have a 
Savings account, The first savings accountson the part 
of individuals were because of the extraordinary amount 
of effort expended by these volunteers in the Credit 
Union Organization to get them to acquire a savings 
account, to begin savings in their Credit Union. 

Most of the people in this room back here 
have had experience either as organizers or managers 
or officials of Credit Unions and we can tell you stories 
as long as the Commission will sit, about the individual 
who never had savings accounts, never had any skill 


or knowledge or discipline in the management of money. 
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Because of the aspect of the Credit Union, 

the way it operates, the concern for the welfare of 

the individual they have helped the individual pull 

himself out from the area of financial looseness and get 

into @ period where they begin to achieve a few dollars 

of Savings, - stability and self-reliance that comes 

with it. 

Great organizations long ago recognized the 
value of the Credit Union as being an employer, employee 
relations fool. Many of the executivesof blue chip 
organizations have told me that the Credit Union is more 
important to the company than it is to the Credit Union 
because it has helped in many cases where employees were 
upset by financial worries, problems. He was an un- 
happy employee, distressed employee, caused accidents, 
loss of production, had arguments at home, divorce and 
so on and the Credit Union would help him achieve the 
control of his credit aid his financial need and then 
he became a happy and productive employee and got along 
more happily with his fellow workers, and this is one 
of the reasons that industry has long ago recognized 
that this kind of cooperative, self-help tool has been 
invaluable in employer, employee relations. 

MR. STEWART: Well now, Mr. Shipe, let us take 
these things one at a time, not necessarily in the order 
you have put them to me. One of your points is that 
the Credit Union encourages the small man to save and 
that it makes small loans to individuals whom other 
financial institutions might not be particularly inter- 


ested in or they might not be able to provide the same 
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Service. When we get to the question of whether there 

is any essential distinction between the type of thing 
you do and the type of thing the other financial instit- 
utions do -- I put it to you on that point, what you 

are really saying is that you provide this type of 
financial service for one type of individual, the small 
man, if you like, and these other institutions may provid 
Similar services to people in higher income Sroups. 

Is this service not the same? ; 

MR. SHIPE: Mr. Stewart, it would appear that 
the person who is in the higher income bracket is aut- 
omatically without financial problems. We find in the 
Credit Union that even the persons who are making 10 
thousand dollars, “15 thousand dollars a year, he often 
times has as much or more financial problems trying to 
make ends meet as the fellow making..55 thousand dollars 
and 6 thousand dollars a year. 

MR. STEWART: Now you are telling me you go 
into the higher income groups. I am just trying to find 
out what distinction there is between the type of service 
you render your clientele and the type of service the 
other lending institutions render to their clientele. 

MR (SHIPE: In the Credit Union; first let 
me Say we only serve @c groups having a common bond, 
this may be residence or employment. 

MR. STEWART: This is a matter of defining 
clientele. 

MR. SHIPE: Clientele, yes. In the group -- it 
depends on the type of industry or community, but there 


is bound to be a few that have higher income and the 
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majority will be normal or lower. This is the group that 
we primarily are serving. ‘The Credit Union does give 
family financial guidance and it has been extraordinarily 
outstanding over a long period of time and I must 
emphasise in setting up the activity it has been be- 
cause of the large number of bankruptcies in the entire 
continent in recent years. 

MR. STEWART: May I suggest to you what you 
are telling me is you may render very material services 
to your clientele. I am still afraid that Dyix@pparently 
haver’t got my question over to you. Are you not essentially 
getting money in from your members and Lending It out -- 
again to the same or to other members, and is that not 
exactly what these other groups of financial institutions 
are doing? 

pits "OHEPES POL don't think@seye In vfacty Peehink 
you are saying if I read you correctly that we are, 
you might say, on a straight line competition basis 
with other organizations. This I wouldn't accept because 
the Credit Union doesn't compete with other types 
of financial organizations in the sense that you think 
of competition, as I interpret from what you have said. 
The Credit Union is trying to serve its members, and 
only its members. Its clientele, these members are 


also owners and concerned about their total welfare 


and in the making of the loan to them thereceoT” 

an expenditure gm the part of these volunteers of 
tremendous time and counselling in guidance or rewriting 
that the financial organizations couldn't do because of 


COStS i 


dieniclietenils bead waa 7% bret . pte ic iit 
geht Ee heme nine gee i 
aed end abd ab yuitvivon aoa bd at reREB 
- webs asd’ nt -estosequretnad An Samara égtsl ‘edd! aa 
| | — > (abate ‘dheose nt Jasatsnee a4 
VOY mane. cay wit fesgaur Dr ysy 2 TRAM TS «AM 
esoivase Lalssvnm yraV ohersn: “yait: oy ah ont gatt fan win 
| “leaving i brasta £tiis ns x Seateatetts tuoy oF 


ifatinozas Jom pov ash" «OY 0 weve! Balsam yn soy orhevalt 


<2 tuo tf gn heel Bee @ketneld muey ooTT it yotom gabttes 


Jon fads st bee .wredmom monty, of *o susa ext /od ntegs 
est dud ziant (stonenzt? Yo. aqiors sedto ssorit Senn yldobee 
| F 
| 


7 ae fselob ene 


dated. I... ioe ad obs wotde 2! ob I :397THS .M 
: 


‘92 Ow Jane ylesetms sha baow I ti goiyet stk Boy 
alaad AoLTLS sqnos sail ‘ogtectels no was Jdgln voy 
lomutnoedt Jyppne 4? abLoow, 1 elf Lamobéestcagro rondo atin 
noget tonmte Sdiw eveuimad o yesob nota ¢ibewd ona.” ; 
mids voy fads suid oft nt arottanthegto teponenk? ea) 
/bhos: sved woy tenant? seugretht I es .nolddrequeq 26 
. bis 1 ein at! svese of gatyre ef wos 22heid off 
e132 ei9dmem gaeds ,alotnbelio esl |  esedmom 92! Ying 
veniies [sjod “ted? guodse bsrisones bee sienwo cele 

ie decuhtiiqedte of asel sdf to gsattsm sid of bine’ } 

lo iosinudey e@sd2 ‘Yo Jasq ait ‘np exrudrbosgze ne | 
‘sntilave: ©o sorttihtey at antifeenpoo Bre omid evobasmets 


‘i 


‘te Snemasd of t'ybfwes. scotdeamtasgro Lelsoeqlt eff. dens” 


ANGUS, STONEHOUSE & CO. LTD. 5296 
TORONTO, ONTARIO 


Mr. STEWART: I think that perhaps, Mr. Shipe, 
we better leave this one because I think we are not 
meeting here. We are passing each other. 

MR. SHIPE: I appreciate the ditiaculty of 
your position, Mr. Stewart. I am not trying to evade. 
thishie awitdly difficulti« If you came with me and 
visited a Credit Union and saw the Credit Union operate 
for a day or two or three I think: you would see what I 
am trying to say. It is difficult trying to relate sour 
conventional approach to the operation of your Credit 
Union. It is rather hard to tell. 

MR. STEWART: I emphasize that I am not in 
any way failing to take into account what your motiva- 
tion is, but I am afraid that you haven't convinced me 
that the basic function you are performing is any diff- 
erent from that of other people, lending institutions. 

MR. SHIPE: Could I tell you one instance? 

MR. STEWART: Yes. 

MR. SHIPE: In 1935 I organized a Credit Union 
just a few miles from here. I became Treasurer, Manager 
of it. One of the first pieces of advice I received 
from one of my fellow workers was that a young lady would 
be the first one to apply for a loan. He said, don't 
make «her the loan because all the merchants in town 
are calling the company because she is behind on her 
accounts and has a bad record. Sure enough she was the 
first one to apply for a loan. Sure enough we did make 
a loan to her. When we made the loan to her we suggested 
that she put twenty-five cents a pay in her savings 


account. This was the first savings account this young 
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lady had in her life. She came from a very good family 
but never had any training concerning how to manage or 
discipline or buy on charge accounts. To make a long 
story short, over a period of time we helped this young 
lady acquire savings. We helped her to finance her debt 
So that she was able to clean up with the department 
store account and get herself on a current basis. She 
also: had a trip to California. When she went there she 
met a charming young man and I visited the couple | 
ten years ago when I was up there and I found they are 
very happily married. I am convinced because of the 
Credit Union interest in her which was over and above 
that of a normal financial transaction this young lady 
acquired skill in money management that has led her 

to be a very successful housewife. 

MR. STEWART: That I quite concede. I am 
inclined to think it may be a reflection of the excellent 
service that the Credit Union can give its members, but 
whether it affects essentially the function is a 
different matter. Another of your clients 

COMMISSIONER PERRY: Might I ask a question 
before you leave this point. Does the Credit Union 
Movement feel other financial institutions are competing 
with it? 

MR. SHIPE?) If you want ‘to: look at that, 

Sir, the Credit Unions, since the first one was organized 
here in Quebec, Levy, Quebec, in 1900 it was motivated 
by a desire to bring low-cost credit to people who were 
not getting it and if they were getting it it was at 


usurious loan shark rateg,- The Credit Unions in the 
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United States started to roll with the establishment 

of the first one in Massachusetts in 1909. From 1909 to 
1929 Credit Unions were possibly the only source of 
consumer credit with the exception of high-rate money 
lenders and loan sharks. 

In 1929 the first bank started to make consume 
eredit available in the United States. They have 
accelerated themselves and now most of them are in the 
area of consumer credit. Granted up to that time the 
small loan companies were growing rapidly during the same 
period and they were getting their capital expenditures 
from banks who were lending it to them. The small 
companies had rates of 42 per cent and higher and the 
Credit Unions I would say, pioneered and proved that 
there was a way of making loans available to the consumer 7 
to the population who are in need of credit and will re- 
pay, and it could be done on a basis which would be 
profitable to banks. As a result you have seen how banks 
entered very extensively into consumer credit and how 
the department stores entered very extensively into 
consumer credit and the savings and loan associations 
are considering legislation so they can get into consumer 
credit. This might be viewed as competition with the 
credit unions, but we don't feel it is competition. 

COMMISSIONER PERRY: You don't view that as competi: 

MR. SHIPE: We feel we have a different job 
to do. If we have an individual who wants a loan say he 
can get it cheaper from another organization we say 
take the loan. We say to him if you can get a loan with 


all the other aspects of life insurance in the case of 
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death and permanent disability, if you can get a loan 
with the same amount of consideration, because this is 
most important in borrowing, not only to know what the 

rate is, but what kind of an organization and person you 
are borrowing from because in -&> Credit Union if a perso 
has an unfortunate catastrophy which may not be taken 
care of by insurance, in Many cases the loan is rewritten 
or there is an extension or waiver of interest or just 
charge off. This is the kind of consideration that is 
possible because the Credit Union is primarily laafpaterna 
organization. 

COMMISSIONER PERRY: Let us switch out of the 
lending aspect and see whether there is comptition in 
getting the deposits Do you feel when one of your member 
Switches his account out of your control and into a 
trust company that this has been a result of competitive 
PALCe 7 

MR. SHIPE: It could be both. I would say this 
is a matter of factual record, that the Credit Union 
in many cases find a person who has had no banking ex- 
perience, not even a savings account or any borrowing 
and through the training process that comes about as a 
result of his Credit Union experience he becomes not only 
a Credit Union member but a member, in future of a 
bank or trust company, and a very successful one. 

I said to a group the other day that I really 
feel that the banks ought to make a contribution to the 
Credit Unions, to help us organize more Credit Unions 
and get more people to join Credit Unions because it is 


one of the best educational expenditures they could amake 
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because of the training that the member gets, there is 
an upgrading, if you like, to the point where he becomes 
a patron and a customer of a bank and has gone through 

a graduation process. 

COMMISSIONER PERRY: You don't really mind 
this process of letting the depositorgo on? 

MR. SHIPE: No, we don't, because we feel a 
person should be using the financial organizations which 
are legitimately established in his community to serve 
his needs. Credit Unions cannot serve all his financial 
needs. The Bank is the department store of finance. 

The Credit Union is the Specialty Shop. 

COMMISSIONER BEAUVAIS: I would like to ask 
a question on this point. You stated that the iftret 
Credit Union was formed in Quebec in 1900. Was that 
the Caisse Populaire? 

MR. SHIPE: That is correct, 

COMMISSIONER BEAUVAIS: Caisse Populaire. 

MR. SHIPE: By Alphonse Dejardins, 

COMMISSIONER BEAUVAIS: You stated at that 
time it was the only way of getting a snalinioany ais 
it not a fact that the csavingec banks were established 
in Quebec about 120 years ago and specialized in making 
small loans of $800.00 that you talked about a few moment 
ago and at effective rates of 6 per cent? 

MR. SHIPE: I am talking about the idea which 
grew into the movement and spreaddwidely. We have had 
among the Jewish people the Actzia, eon” cue Yarious 
nationél groups organized from the standpoint of serving 


the need, the less fortunate in the group, The movement 
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has grown into the idea which spread from one locality. 
The idea, the germ was planted in Lets; and grew through- 
out Quebec and spread into ones. New England and the 
rest of the United States,-and as a result of certain 
modification it is the idean which is now being develop- 
ed in Central and South America, in Africa, in Europe, 

in the Phillipines and so forth, tt is the germ of the 
idea from the isolated instance. If TI took the history 
of the Credit Union Movement back ?ar enough I could 

find that the Chinese had a type of thing like that. I 
know that the Monks had one called Mon-pietas, The thing 
that really started on this continent what we call the 
Credit Movement started in Levis by Alphonse Deg guardians . 

COMMISSIONER BEAUVAIS: I think it is not an 
- Lsolated case. There are two savings banks. They have 
extensive borrowing as do the Credit Unions or the Caisse 
Populaire and again I point out that the-rate’ ef interest 
is much lower than the Credit Union's or the Caisse owl!" 
Populaire -- not the Caisee Populaire, but Credit Unions 
because your effective rate would seem to be 12 per 
cent and the savings bank is 6 per cent. Isn't that a 
fact? 

MR. SHIPE: They vary. I think there wasna 
little bit of consternation here at the table when we 
were talking about interest rates. They can't exceed 
1 per cent per month, but generally in Canada and 
particularly in the provinces of Saskatchewan, Alberta, 
Manitoba and the Maritimes, the rate is less than 1 per 


cent per month. 


COMMISSIONER BEAUVAIS: Nevertheless your 
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brief mentioned a maximum of 1 per cent and generally 
you said maybe a rebate of 10 per cent on that 1 per 
cent. That means surely you are now over 10 per cent 
effective. 

MR. SEPE: I don't think savings banks can 
provide this without cost to the borrower, insurance on 
life, in case of permanent disability, total disability. 

COMMISSIONER BEAUVAIS: They do. 

MR. SHIPE: This is sométhing Credit Unions do. 

COMMISSIONER BEAUVAIS: I know in Quebec the 
savings banks do that. 

MR. SHIPE: In recent years.The Credit Unions 
have been doing this since 1930. 

GOMMISSIONER BEAUVAIS: Yes, I know. Thank 
you. 

MR, STEWART: Mr. Shipe, another distinction 
which you drew between Credit Unions and these other 
financial organizations was related to the position of 


shareholders. 
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MR, STEWART: In the case of a chartered bank, 
for example, capital is obtained through the sale of 
shares and through deposits. In the case of one of 
your Credit Unions, capital is obtained through payment 
into a share account, and through deposits. In the case 
of the Credit Union the person who makes thes®: payments. 
in, apparently, expects some return on what he pays in 
each year. The return will be based, to some extent, 
on the results of operations. In the case of the chap 
tered bank, the shareh@lder will expect or hope for a 
ratewf return; the depositor, his reasonable share.ofic the 
pate of return, whatever you agreed to. Is there any 
distinction in your experience in the sense that, as I 
understand your movement. you expect people to provide 
you with capital, to be satisfied with relatively low 
rates of return? 

MR, SHIPE: Yes. We happen to have a conden- 
Sation of this recent study, and we have got, on Page 8 
of this study "Credit Union Members by Income Groups" 
and this was prepared by Dr. Croteau, formrly from Prince 
Edward Island now of Notre Dame, and this was financed 
by grants from the Health, Education and Welfare Depart- 
ment and I refer you to the table at the bottom of 
Page 8, and these reasons given why the person saved, 
where their savings were kept: banks, savings and loan 
associations, insurance, investment and credit unions 
and the reason why people save in the Credit Union, 

67.3 per cent was convenience. Then safety was next, 
39.2. Provide insurance, 38.6. Credit Union is in 


there to help these members, encourage these members to 
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save and also help them achiev® better economic security 
as it provides insurance, life insurance on their savings 
up to a maximum of $2 thousand dollars, Helpful service, 
25.83. Run by people I know, 23.1. Friendliness, 21, 
per cent and higher returns was 19.6, so you can see 
that the primary reasons are greater, and the motivation 
for savings because of high returns is the last in the 
minds of the members, according to this study by the 
most ominowned Credit Union Economist on the continent. 
MR. STEWART: It is a litte curious to me 
that if you look at the left-hand column, where you are 
dealing with reasons given for dealing with banks 
among members, which I suppose may be shareholders, 
19.6 per cent of those consulted apparently saved there 
because of high returns, and that happens to be 
exactly the same percentage as in the case of Credit 
Unions. 

MR. SHIPE: I would say that is one of those 
phenomena. 

MR. STEWART: But in any event, is it not a 
fact that in your movement you intend to keep the return 
paid on the savings relatively limited? 

MR. SHIPE: Yes. We do, in some of our 
legislations provide that the return can never exceed 
6 per cent. 

MR. STEWART: But there again, while the rate 
of return may vary, you attract the savers, just as these 
other institutions attract savers and each of them saves, 
at least in part, because he expects a rate of return 


on his money. 
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MR. SHIPE: The Credit Union saver, from the 
point of this study -- the rate of return as his motiva- 
tion for saving in the Credit Union is the bottom of the 
list of about six items. Seven -- it's the seventh on 
the list of incentives. 

MR. STEWART: It's the same degree of incentive 
as in the case of people who deal with banks. Then 
another point that you made when I tried to compare your 
operations with those of other lending institutions ‘was 
that you are able to call on volunteer help and unpaid 
assistance from members of the Credit Union but is this 
not simply a matter of how you organize your organization? 
On thisbasis your operation should be a lower-cost 
operation than these other institutions, and therefore, 
should permit you to loan your funds at a lower rate? 

MR. SHIPE: I submit, Mr. Stewart, that our 
operation does provide credit at a lower rate of interest 
than, generally speaking, other organizations. If you 
compare consumer credit provided by the @redit Unions 
as compared to that of the small loan companies, I 
think you will find our rates to be about one-third or 
one-quarter of what they charge. 

If you compare it with the revolving credit 
plan of the department stores, I think you will find it 
considerably lower. If you compare it with the charge 
by banks, again normally and generally speaking I 
think you will find it lower. Now if you compare it 
with the other financial companies and make a total 
comparison, you will find it's substantially lower. 


MR. STEWART: Mr. Shipe, I am not discusang at 
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the moment the question of competitive rates, I am just 
observing that this distinction you attempt to draw 
seems to me to relate not to the nature of the activity 
but to the cost of the activity. 

MR. SHIPE: Mr. Stewart, you have to compare 
apples with apples, If you are going to compare the 
cost of a loan from a Credit Union, you have to compare 
it with what it would cost from other organizations and 
because of the unique nature of the Credit Union, it 
provides credit to its members at a cost substantially 
lower. 

MR. STEWART: You see, I am still having diff- 
iculty with my main proposition, hooking at it from the 
coldly business financial point of view, just what is 
the essential distinction between what you do and what 
these other companies do and it is my impression, Mr. 
Shipe at the moment, that the distinction may be one 
of motivation. You say that your members, by and large, 
do not have a profit motivation. I do not think anyone 
would suggest that a person buys shares in a chartered 
bank or l16a@ns money to a chartered bank for altruistic 
reasons. They are doing it for the sake of obtaining 
a return. Now it seems to me that your members make 
their payments to their Union apparently, perhaps moti- 
vated by the prospect of a return but apparently from 
what you say for other reasons altogether. 

MR. SHIPE: That is right. icain we come 
back to the difficulty I have, and I @preciate the prob- 
lem of trying to explain the unique nature of the Credit 


Union because it seems in some ways to be contrary to 
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the conventional way of doing things and for that 

reason, it shouldn't and just couldn't exist but the 
history of the Credit Union, the idea that there are 
hundreds of thousands of officers and committee members 
who will give of their time and their efforts and their 
knowledge to make it possible to pool the savings of 

the members and to make these Savings available for the 
group at low cost for provident and productive reasons. 
That is the operation. I grant you the motivation, the 
ob jective is that of service but bpg@ause of the peculiar 
nature of the way the Credit Union operates, it's a 
service idea of trying to help the employee in a factory, 
for example. They are interested in their fellow employees 
having this kind of service and the assistance and guid- 
ance that they can get, that they can't get in the 

Same way from other types of organizations, 

I am reminded of the case in the newspapers 
several years ago where this young fellow uted to like to 
get a loan every so often and go to town for a weekend, 
and he never saved anything so the Credit Union Committee 
said to him "Joe, when you get a loan this time, we 
want you to put a dollar in your savings account as 
security for the loan", and so then it went along and 
he wanted to withdraw it. They said "Joe, no, you can't 
withdraw that. That is security for your loan." So he 
paid up his loan and he came to withdraw and they said 
you can't withdraw it, That was security for your loan. 

We are all agreed this was a kidding operation 
but through the kidding, because of the activity on 


the part of the Credit Committee Bus fellow workers, they 
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got Joe into the habit of Saving and acquiring savings, 
where he wouldn't have acquired them any other way. ‘This 
kind of thing is going on day in and day out. You can't 
do this in the normal financial organization because you 
have to opes@te along certain business lines amd you have 
to take care of a large percentage of the population in 
order to make the kind of investment that that kind 
of organization needs to keep it in existence. This is 
proper and right uti I hope that there is a place for 
this kind of organization which is interested in the 
welfare of the individual and very much so to-day. 

MR, STEWART: I don't think anyone would 
Suggest that there is not a place for the Credit Union 
type of organization, but what I would like to come 
to now for a few minutes is what I obviously have been 
leading up to, and that is this: if the Credit Union 
is performing the same basic function as these other 
lending institutions, whether it competes with them dir- 
ectly or whether they compete with it directly or not, 
or whether there is simply an overlapping area of their 
activities, it seems to me to be perfectly plain from 
this year book of yours that there has been a very 
Substantial growth in Credit Union activity over the 
years, and perhaps more particularly since the time the 
last Royal Commission dealt specifically with the 
taxation of Credit Unions in 1945. If you in your 
Union carry on these same functions as these other people 
who are perhaps more commercially oriented than you are, 
and if in fact you make a return or a profit or a gain, 


call it what you will, from the activities you carry on, 
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why should you not pay the same incone tax as they do 
on the gain from your operation? 

MR. SHIPE: That is a good question Mr. 
Stewart. I knew you were leading to it. As the girl 
said to the fellow why don't you get to the point you had 
in mind. 

MR. STEWART: I wanted to be sure we understood 
each other as to what goes on. 

MR. SHIPE: First, we don't -- the motivation 
of the Credit Union and the motivation of the other 
types of organization is different. I cannot agree that 
there is a similarity in motivation and I cannot agree 
that the method of operation is the same. I think we 
operate distinctly different. We have a different ob- 
jective and I hope that both the objectives and method 
of procedures are very desirable and necessary not only 
to our economy but to our social and political structure. 

I say if you were to tax Credit Unions in the 
Same way as has been proposed, or we hear proposed, then 
you are signing the death warrant for Credit Unions and 
also you are bringing into being an entirely new concept 
of taxation because you will then begin to tax the 
voluntary, contributory effort on the part of individuals 
the officers, the committee members, the volunteers who 
contribute their time to the operation of the Credit 
Union, and I would submit that if you do tax Credit 
Unions, then you will be taxing the voluntary effort on 
the part of people who engage in fraternal and religious, 
labour union and coperative and farm and professional 


organizations and give of their time and effort and their 
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ability. 

MR. STEWART: Well now let us Just consider 
this. Ly would like to come, in a few moments if TI may, 
to;ywur. proposition that this would kill the Credit 
Unions because in this country, as no doubt you know, 
we wate a dual rate of corporate income tax, which you 
do not have in the United States,=and we may find when 
we get into this that most of your Unions would be sub- 
ject to tax at a low rate and that their members would 
then receive certain benefits which are not available to 
them in the United States, but before getting on to 
thec@ffect of taxation on Credit Unions, I would like 
to put this one proposition to you: you say that the 
motivation is different and, in effect, you say that you 
don't intend to make a profit from your operations. 

Now I have got two austen really three. The first 
one is: do you really proceed on the basis that you 
are not going to make a profit at all, or do you not 
really proceed on the basis that you are going to try 
to make a limited profit? 

MR. SHIPE: We operate on the basis of trying 
to provide a service to the members. We don't try to 
make a profit because the owners of the @redit Union are 
the members so they are also the customers and there is 
this dual relationship. 

MR. STEWART: Remember now that we are talking 
now not only about these rural Credit Unions with 50 
or 100 or 200 members, but we are talking about industria 
Credit Unions with 10,000 members so that when a partic- 


ular individual puts his savings into that type of Union, 
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the people who are going to benefit from the savings 

are the borrowers, who may be people who are not know 
to him at all except that he may know that they are em- 
Ployees of the same company. Is it not the intention 
that there will be a real spread between your borrowing 
rate and your lending rate and that that spread is going 
to be sufficient to pay your expenses and to provide a 
reasonable return to the people who contribute their 
capital to the operation? 

MR, SHIPE; Well the organization has to 
operate in a way so there is a sufficient flow of money 
to take care of the expenses. You have to pay for his 
employees, their salaries. If it doesn't have a staff, 
and most of them don't have, then the Manager who takes 
care of this extra-curricular, in effect at home or 
Sundays and Weekends and gets an honorarium at the end 
of the year. There is the expense of the Credit Union. 
The officers who hanée the money are bonded. There 
is the bond premium expense. There is the expense of 
the insurance premium on the shares and on the loan. 
There is the expense of bookkeeping supplies and the 
expense of purchasing some materials, giving members 
a better understanding of what the Credit Union is all 
about. We also have a league in the province, the 
international organization, and there is the dues rate 
that is fixed by the members themselves to carry on the 
activities of these organizations which is primarily in 
the area of organization of education and so these are? 
the expenses. Now the Credit Union does try to operate 


on the basis of as near cost as possible. 
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That is why it reduces the charge for the . 
loan whenever it practically can. That is why it has 
@rown up in the interest refunds. That is why it tries 
to reduce the cost to a basis where the Spread that you 
see is as limited or as small as possible, 

MR. STEWART: Mr. Shipe, granted all that, 
my question was does the Credit Union not carry on on 
the basis that there will be a spread between what it 
pays for its funds and what it receives for its funds 
which spread will be sufficient -- I am Sorrys will 
rephrase the question if I may. Does the Credit Union 
not operate on this basis, that it must charge enough 
for the montes it loans to permit it to pay these ex- 
penses that you refer to and to provide a reasonable 
return to the people that make their savings available 
tov Lt? 

MR. SHIPE: Yes, it tries to operate in that 
area. There are many other factors .he@tbeokept tay in 
mind, It cannot predict the future any more than you 
or I can and there is liable to be such things as an 
extraordinary amount of charge off loans over the amount 
set aside in the normal reserve. There might be in 
the case of an industrial group, there might be a 
plant closing or a strike or a walkout, or there might 
be a long period where the loans would be outstanding 
or maybe thete might be some extraordinary instance 
where the plant is closed for quite some time and the 
people might scatter all over the continent and be 
rather difficult to communicate with. These unexpected 


things too are part of the picture of the operation. 
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MR. STEWART: Are we not in this position, 
that year by year Credit Unions are getting money in at 
one rate with the intention of paying it out at another 
rate? 

MR. SHIPE: Yes, that is true. That would be 
the normal practice. 

MR, STEWART: So that there is going to be 
a spread of some sort and whether or not this is the 
intention, I put it to you that that spread can reason- 
ably be regarded as gross profit, the gross income from 
their operations. 

MR. SHIPE: We refer to it as gross savings 
and net savings. 

THE CHAIRMAN: Mr. Stewart, apart from semantikts 
surely the purpose of this exercise is to provide 
economic benefit to the members of these organizations 
and the economic benefit is capable of being measured, 

I would think, whether we call it savings, call it 
income, whatever it is it thas the same economic 
benefit to the organization. 

MR, GAULEY: I don't think it has the quality 
of income that the corporate entity or corporate struct- 
ure has, simply machinery to accomplish this purpose. 
Where a number of people band together to achieve a 
certain purpose, if there happens to be a surplus which 
may be called one thing or another in the form of a 
balance sheet -- there may or may not be, if there is 
it is not necessarily the one. I submit that if if 
is a mutual or has similarity to a mutual then it 


is similar to a group of people who 
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are farmers marketing their wheat and using an agency 

to do so or sell horses as they did in the horse co-op, 
and perhaps if it is a service, in the case of insurance 
where they band together and have a surplus and set 


up reserve and the legal title is in the name of the 


eo 


a ee ae 


legal entity #nevertheless the services or the 
doesn?t have the apes: of income. 

THE CHAIRMAN: I don't know what that quality 
is. Perhaps you can explore that. The word "income" 
has always to some extent @éluded me. 

MR. STEWART; I think what Mr, Gauley is 
alluding to is a point made expressly in the next brief. 
I don*t know whether you would like to discuss it here 
or later, Mr. Chairman. What he is putting to us is 
that these Credit Unions are similar to agency co-operati es, 
that the Credit Union office is an agent for its members. 
This is a proposition I am quite prepared to discuss 
at some stage during the day and I don't mind whether 
it is now or later, 

THE CHAIRMAN: I will leave that to you. 

MR. STEWART: Perhaps we could leave it because 
it is discussed in the other brief with which I think 
you are connected? 

MR. GAULEY: Yes. 

MR. STEWART: Now, it has just been suggested 
that these Credit Unions resembles co-operatives. OLet'< 
us Suppose for a moment that the present tax exemption 
on Credit Unions wesc removed and that they were going 
to be taxed as; co-operatives, to what extent do you 


consider that the present deduction which co-operatives 
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enjoy in relation to patronage dividends would be 
helpful to Credit Unions on that modified tax base? 

MR. SHIPE: Mr. Stewart, I dontt believe we 
can get into this type of comparison on any kind of 
factual or accurate helpful basis because the co-operativ 
organizationsSin purchasing or marketing will do 
business with the general public. I think it has 
introduced another element. The Credit Union does bus- 
iness or serves only its members who are within this 
common bond. It is very clearly defined situation that 
operations in the Credit Union cannot accept the savings 
or try to assist a member with a loan unless he is first 
a member of that common bond, and certainly becomes a 
member of the Credit Union. I don't think we can compare 
or draw any conclusions that yeu are asking us to give 
antopinion on. 

MRy SPEWART: «Z don’t think, Mir. “Ships, that 
there is any requirement in this country, any require- 
ment that a co-operative should deal with other than 
its own members. 

MR. SHIPE: But it may do. 

MR..STEWART: It may do. Let us take one 
that doesn't. 

MR. SHIPE: It is true of the Credit Union. 
It can't. It has a clear Act. 

MR. STEWART: I am not sure that I see the 
importance of the distinction. There is no doubt there 
are co-operatives which deal only with their own 
members. Let us assume there are in any event. Let 


us assume that Credit Unions were taxed as co-operatives 


vitenaqn~do ord eensoad ehead Cytefed evaxuoos to fastest 


A NR Tw ccm 


od broom csnoiactisiladhio esi santoean 
Sened xed Deltthom edt mo adoka I2hexy od Dertertivdl 


ow ovetiod dob I _orsweds aM i :S9THe .iM > =e 
to beta yns so noalrsqmoo to eqyd: aid? odnl vey aso 


ob [Liw gattesiam to sitesdetie nb-ecotiex treat 
aed tt wmtdd I .atidea Leteneg sit ddiw sedatand 
-sud seo noha ¢ifet) efF ,Jnemele ssrivous Seondorint 
‘ated middiw ets ofw arsdmem att gino sevree to seenk 
Jey noliavils beatteb ¢lrseLo yrev at vf .bmod momma 
sgotvsa edd dyooos Jonass cola sifexd sid af anclisiege 
Sout? ot ed sepia aBol 8 Hdtw cedmem 2 Jatsas: of eid T© 
* sémoos¢d yiateatvaseo bas ,.bnod:- momuaes gsdd Io tedmem B&B 
eusqmeo odo ow Madde deb I vtebaD dibes) weiz to ~todnem 
evig of mu Barkves ome oy +843 arolkelonos yma werd oh 
no nokalqogns 

tend ,eqtaa. .wM-  ateltds J! aeb r : THAWATS. . AM 
-ati vipers se eVAIMNOD mbes ‘al Jaemettupet. yas ah-exerty 
mans ee tite) favtw [seb bSBlucds sels abieeline 8 Jsds dren 
,etedmem mwo sct 

ob vam ol jue sUu9THa. . FM 


Go ox8) «av Ted .Ob yam a1 +: RRAWETS aM 


oT naecb 7and. 


Metal ghbhesd) e439 to ewxd el dI sala. .AxM 
709A teeta B ead IT «|. aaa JT 


oid goa I ted? emus das ms I rPHAWETS. .aM 


Sestid tdvob on ef eved? -mofsoniverh ed? ‘io sons trogml 


cwo sled? cttw elao feeb dott eevisexeqo-00 e8 


vel .coeve yo of os@ avert omupes ag del .cr39dmtm 
bavi Imreqo-oo e8 bexss orew anotdU Jihexd. tedt emusalie 


=“ 7 


f 
ie 
i 
, 
; 
} 
. 
F 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO i 5316 


in line with the present laws of this country weré -éntitled 
to deduct patronage dividends. What I would like to 
determine, if we can, is how helpful that deduction 
would be to you. You see after you gant rebates, interest 
rebates to those borrowers of yours, then it 4 eer 7h 5 
may well be that the amount of these rebates is deductibl 
where thecadditional interest that apparently in certain 
circumstances you pay to depositers at the end of the 
particular year, whether that additional interest 
would be regarded as @ patronage dividend or not seems 
to me to be somewhat argumentative. Perhaps I could 
put it this way: have you given any thought to these 
questions? Have you any views as to how useful 
dividends would be if you were taxed as co-operatives? 

MR. SHIPE: There are various kinds of co- 
operatives and the taxation of Credit Unions would be a 
very different taxation with the voluntary effort of 
individuals and the contribution that these individuals 
are making to their organization and this would be a 
new cencept of taxation. 

MR. STEWART: Co-operatives also have vol- 
untary workers and unpaid effort and so on. 

MR. SHIPE: Not to the same extent as Credit 
Unions. 

MR. STEWART: I suppose it may vary from 
case to case. 

MR. SHIPE: It varies considerably in the 
Credit Unions. 

MR. STEWART: I quite concede that this is 


anew phase of taxation. I am just asking if you have 
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considered what the effect of that would be so far as 
patronage dividends are concerned. 

MR. SHIPE: We have heard a lot of proposals 
but we have seen nothing concrete regarding what might 
be. Everything that has been proposed so far would, as 
I said earlier, be the death knell for Credit Unions. 

MR. STEWART: Let me come to that: the basic 
rate of taxation in this country, I am talking about cor- 
porate tax, on the first 35 thousand dollars of taxable 
income is 21 per cent. This may be increased by 1 
or 2 points in certain provinces depending on Local 
law, but suppose Credit Unions were taxed on their in 
come. Let us make a further assumption, suppose they 
are going to be taxed the same way as co-operatives but 
that the present deductions which co-operatives are 
permitted on patronage dividends were taken away so 
that Credit Unions and co-operatives are taxed on in- 
come without any such deduction. Have you any idea 
what proportion of your Credit Unions would have income 
in excess of 35 thousand dollars taxable income? 

MR. SHIPE: Very few, but again the tax bite 
as we understand would be a different bite than it would 
be on the other kind of organization because of the 
nature of the Credit Union, so again it would be the 
death knell of the Credit Union idea. 

MR. STEWART: Well now, what feature of the 
organization of Credit Unions are you referring to here? 
You refer to some of the differences between Credit 
Unions and other types of organizations. What difference 


are you referring to? 
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MR. SHIPE: You mentioned the credit for patroniage 
refund. The Credit Union's patronage refunds. the 
large share of its savings return is in the form of div- 
idends. Would you consider a credit for the dividend 
and the interest paid on the deposits of the 
refunds before the net taxable amount? 

MR, STEWART: I was putting it to You... 

MR. SHIPE: Would you consider that? 

MR. STEWART: Let me make quite fplain what I 
have in mind. It is the extreme case where you are 
taxed as co-operatives, but the co-operatives present 
deduction of patronage dividends has been repealed. This 
is purely hypothetical. You have indicated just now that 
the great majority, all but a very few of the Credit 
Unions would have deductible income of less than 335 
thousand dollars. It appears to follow at the moment 
that the effective rate of Federal income tax on the 
Unions would be 21 per cent. I wonder if you could 
comment on this? Let us try to take an example here 
because examples are certainly helpful. 

Let us suppose we have a Credit Union which 
has a taxable income of 20 thousand dollars. It pays 
tax of 21 per cent on that which would amount to $4,200.00, 
so that_there would be a balance after taxes of 
$15,800.00. Let us take an easy case of a Union which 
has got a Statutory Reserve so that we haven't any com- 
plication about allocation or appropriations of reserve. 
if. that Credit Union were to are. cities that $15,800.00 


to the savers, that is divide it up between the people 
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who have money in share accounts and people who have 

|) money in deposit accounts -- let us deal with the share 
accounts in any event, let us suppose again to make it 
easier that we have nothing to think of but share account 
With our Canadian dividend tax_credit of 20 per cent 
available to the members when theyreceived their par- 
ticular portion of the $15,800.00 that money would go 
up, it would increase the income of the members and the 
Government would get a dividend tax credit amounting to 
20 per cent of $15,800.00 Which is, according to my 
rough calculations, $3,160.00 off their taxes, assuming 
Chat they are taxable. Now, you have the Credit Union 
paying a tax of $4,300.00 but you have got your members _ 
receiving a tax credit of $3,160.00 so that the Goveramen ‘ 

| tbe Federal Government has taken an increased amount, 
if my calculations are correct, an increased amount "> 
of:s $1,040.00 from the Credit Unions. 

MR. SHIPE: If I heard you correctly, and this 

|. was about a 100 mile question. 

THE CHAIRMAN: Mr. Stewart, whenever you 
succeed in putting your question across, suppose we break 
and allow Mr. Shipe to think about it. This is brand 
new and he doesn't know anything about Canadian tax. 

MR. SHIPE: I would appreciate your difficulty 

_ in trying to put the question. It was quite a long one. 

MR. STEWART: I know it was and I apologize for 
Ait. It is a difficult type of examination to carry on. 

MR. SHIPE: I gather and I may not have got it 
right, due to the credit that the individual might have 


paid it would sound as if he was getting more back from 
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the Government than what the total collection would be 


Ie to the Government and this seems to be contrary to what 


might be the motivation of the Commission. You are try- 
ing to find methods of getting additional money, not 
ways and means of going through all this bookkeeping and 
ending up with something that would take more out of 
the Treasury than put init. 
THE CHAIRMAN: Is this a good time to break? 
MR. STEWART: Perhaps I could give Mr. Shipe 
my figures. I would like to put the figures to you again 
We are assuming now that a particular Credit Union has 
taxable income of $20,000.00 on which it is subject to 
21 per cent tax. I calculate the tax at $4,200.00 so tha 
after tax income would be $15,800.00. On my exaihple 
Rewesene arbitrarily that the whole $15,800.00 is 
distributed by way of dividends to the shareholders of 
| the Credit Union. I put it to you that if our dividend 
" tax eredit. which is provided for in Section 38 of our 
Tax Act is extended to dividends of this type that the 
credit would aggregate $3,160.00. I should add this, 
Mr. Shipe, you appreciate these shareholders are going 
to pay tax on the $15,800.00. 
MR. SHIPE: They are now. 
MR. STEWART: They are now anyway. I am point- 
ing out to you on this basis they will get dividend 
tax credit of $3,160.00 so that if you take the combined 
effect of these two it appears to me that the Credit 
Union and its members, between them, have been nicked 
for the difference between the $4,200.00 and the $3,160.0 


My example may not stand up under your scrutiny but 
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I would be interested in your opinion on it. 

MR. SHIPE: It is an interesting theory. 

THE CHAIRMAN: You brought this on yourself, 
Mr. Shipe, by speaking about the death knell which 
would result from it. Mr. Stewart put the tax to you. 

I think you should examine the tax and see if that 
supports the fact that this would constitute the end of 
the movement because that is what you said to us. It 
is very significant and a very important statement. 

MR. SHIPE: I said if the various tax proposal 
that we have heard about happened it would be very 
easily the death knell of the Credit Union Movement. 

THE CHAIRMAN: We don't know what you have 
heard about. All we know is what Canadian Tax is. 

MR. SHIPE: I asked Mr. Stewart what had been 
proposed and I haven't heard anything specific until 


now. 


Aten pimpin a 
‘f 7 sind Soe LSD HI Ne sat a | 
ee re re ee nay eoaiee stllgy q 
[i daAY AE ee een 2 Ot“ omtamee Btuorls "wee ata Pe 
4 to bine ad? oduditenos blow etdd teds Fost wid aaoqaae 
>: to ot Skee Boy dew at dedy satesad dnsmevom ont 
| Perea fnadcoqmt vase S ban dousottiagie <rev af 
+ fgaenor4 87 oobuny “wate “Ut Giss I :S9IN2 .AM 
(vase ed’ bruew de Bemeqqad dvods bused ‘eval bw aame 
UneneveM nota dbbaxd ‘eat Yo: Liber ddasb sad iftane . 
s¥bA iter daw word a Hob’ oi Mana ari 
"aby? ate asthens) Jari wt hotest ox {fa ‘ouebe bison 
maod bed ee pnett aM Basie t MERIRE «- 
tides orttbaqu gotdeyas breed di nove t. Bae pesoqem 


t 
de 
a 


* 


7 


ie 
a 
ef 
a 
fe 
° 


k 


«won 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 5322 


THE CHAIRMAN: That is the law as it now 
_Standscand that is how it would be applied to Unions I 
think if your motivation is to make them taxable. 

I think, if it suits you, we will adjourn 
now and we would like to get back by 2:15. Do you think 
you gentlemen can be back by 2:15, an hour and ten minutes 


If so, we will adjourn now until 2:15. 


Luncheon Adjournment 


Upon Resuming at 2:15 P.M. 
MR. STEWART: Well Mr. Shipe I think that you 


,were going to attempt, during the break, togive some 
. thought to this hypothetical case I put to you. I don't 
feaew. nostnes you had an opportunity and if so, what 
emerged. 
) MR. SHIPE: Mr. Chairman, ladies and gentlemen, 
WT We did not have much time because we had problems trying 
.to find a place to lunch, and get back and I don't know 
whether or not I will be able to do justice to this, but 
I will do my best to try. 

I grant you this is a hypothetical question 
and it's always difficult to produce an answer to a 
hypothetical question and there are some terms here I am 
|| not too sure of but I will quickly go on and say that 
‘we are talking about savings in our Credit Union and we 
would reserve the right to discuss that further. I don't 
want to prolong or in any sense of the word try to give 
you the impression that I am a tax expert. 


THE CHAIRMAN: Well would you care to pass this 
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1] on to one of your Canadian associates here who undoubtedly 
2] will be familiar with the tax laws of the country, and ask 
3] them if they are correct and based on their correctness 
4] or not, you can then carry on. Would that help you? 
2 MR. SHIPE: Yes, we would like to do that 
6] Mr. Chairman. I appreciate very much the suggestion, and 
7| I will, with your permission, try to make a few statements 
8] as to what we have tried to pull together, and then they 
9] will feel free to come in at any point. 
10}) The assumption that has been devised by my 
11 good Canadian associatesis that many members are not in 
12| this tax bracket, and, therefore, the 20 per cent credit 
13} hat counsel has said would be of no vadue to them. And 
14), then the others would be in a source of income where they 
15\'have already used up the deduction, so the member would 
16|| pay and the credit would be of no use to him so the 
Pa 1?l:aaastional bookkeeping and expense to the Government would 
18] far offset any possible revenue. 
Of course, this then brings up the question 
as to whether or not any tax which is levied would produce 
more than the cost of collecting. 
THE CHAIRMAN: We will do our best in that 
argca i'think Mr. Shipes 
MR. SHIPE: I was about to say that I appreciated, 
| and I don't in any sense want to imply that I am in your 
‘area. I appreciate this is not my preogatives or I am 
not knowledgeable in this area. 
a I would like to cite one experience I had 
having to do with the withholding or the reporting of 


interest and dividends on bank savings and loan corpora- 
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1] tions. Credit Unions are now required to report the 

2] interest or the dividend that is paid and there was quite 

3]/a bit of discussion and this was originally started out 

4| as being a withholding on this interest or dividend to 

5|| the industry by the Savings and Loan Association and 

6| this is not working because of the mountainous paper work 

7|| which is a tremendous expense to the reporting institution 

8] as well as trying to check it against the returns of the 

9] individual, so from that standpoint there is a big 

10] question as to what it will produce in the way of revenue. 

11| I don't know if I have been helpful or not. Maybe I 

12] can ask a question of some other member of the group here. 

13] THE CHAIRMAN: I was only interested in one 

14 point, so far as you were concerned, namely,, whether such 
45 2 tax: would end the life of the Credit Union. 

16 : , MR. SHIPE: In my opinion, the type of tax 
is 17) as hypothetically proposed by counsel, would result in 
is'lseveral things. One: a necessity for change in the operasir: 
19]. tion of the Credit Union which I would look upon person- 
20|) ally as not being desirable and, as a result of these 
21|| changes which would come about, plus the things here, I 
22|| think it would cause the Credit Union to go into a rapid 
23) decline and I cited the figure in the year book which show 
24|| already that the number of Credit Unions being organized, 
25 || and the amount of savings, and so forth, coming into 
26||'Credit Unions in Canada is on the decline and the economic 
27 benefit that Credit Unions provide is now being provided 
28 more and more by other organizations and the fraternal 
29| aspect of the Credit Union, the specialized helpfullness 


30|| of the Credit Union is becoming incréasingly more of 
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MR. STEWART: Well now Mr. Shipe I wonder 
whether it would be reasonable to ask you with your ass- 
ociates to review that example still further and perhaps 
let the Commission have any further comments that occur 
to you because, quite frankly, I am not convinced that 
the answer you have just made is terribly helpful. 

Let me put this to you: I am now looking at 
Section 32 of our Canadian Income Tax Act and I find that 
if an individual in Canada, and I am now addressing my- 
self to the position of one of your members, if an individual 
in Canada has a taxable income of $4,000.00, his income 
.tax at current rates is $610.00 and he pays 22 per cent 
tax on his income in excess of $4,000.00. 

| Now if we assume that as a result of the hypo- 
thetical case I put to you before lunch, this particular 
Al snaividual has his income go up by $100.00, because he 
Tas received a dividend on the amount in his share 
account of $400.00, his tax would go up by $22.00 but if 
We gets a 20 per cent dividend tax credit in respect of 
the additional onethundredoddla&s hs tax goes down by $20.00, 
so that the effect on him is $2.00. 

Now if we assume that one of your members has 
a smaller income than this, let us assume that his taxable 
income was $1,000.00, then under the present tax schedule 
here his tax is $110.00, plus 14 per cent of the excess 
over $1,000.00. If he finds that you pay that man another 
$100.00, his income tax goes up by 14 per cent, or $14.00, 
but by virtue of the dividend tax credit, he gets a ded- 


uction from his total tax of $20.00, so that he is $6.00 
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better off than he was before, taxwise. 

Now if I may request this, I think it might be 
helpful to the Commission if you consider: (a), the 
effect on the Union itself, (b): the effect on the indiv- 
idual at realistic income levels and let us then see 
how harmful this would be to the Union and its members, 
taken together, 

The other question I would like to come back 


to arises from the remark that you made a moment ago. 


You said that this would cause a change in the method of 


operation of the Credit Union. Now what do you mean by 
that? 


MR. INGRAM: Mr. Stewart, I think at least in 


“part I might answer your question. I think in all fair- 
“ness to Mr. Shipe it does apply to the Canadian scene a 


little more than the American one. 


I think in the first place we have to -- I 


1 think you clearly said this: we are assuming that Credit 
_Unions have income. We are not prepared to accept this 


assumption. 


MR. STEWART: I quite appreciate that. 
MR. INGRAM: For all intents and purposes we will 
peall 1bt cincome fer want of a better name. If it is 


construed under the Income Tax Act that Credit Unions 


do have income, and if we were to be subject to this kind 
of income taxation that you hypothetically stated is 


' possible, then the methods of change -- some of our 


operating procedures would probably have to have a very 
close look atakenn by the various sectors of the movemen 


I can give you one or two examples of what may happen. 
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2|| Union Movement may be converted to deposit capital. In 
other words, deposits rather than shares and the resultant 
interest on those deposit accounts treated as an operating 
expense. 

I don't want to suggest that this is what we 
are going to do at all. This is just in the area of 
possibilities aften taking a close look at what might 
happen. If this should happen, then probably, in conjunction 
with that, and this is already happening in many of our 
Credit Unions, there is the distinct possibility of lowerin 
our interest rates on loans to borrowers. Now this is 
already in effect in many of our Credit Unions, particularly 
those of the rural or community type, but here again I 
Mani we would have to have a very close and long hard 
0K at this situation because, in our opinion, if this 
H| were to happen, I am talking now in a general selective 
3/ sense, there would be some effect I think on the stability 
.of the individual Credit Union and the stability of the 
| Movement as a whole because really what would be happen- 
ing in a financial way is that we would be reducing our 
net savings or, if you want to call it net income. This 
would, in turn, reduce the Statutory Reserve which we 
are required by law to set aside and which we are quite 
happy to do and with which wecare in agreement. This 
then at least in our opinion would or could very seriously 
‘affect the stability of the Movement. We have other 
kinds of operations, such as stabilization funds which 
likewise would suffer. 


Then some of the other safety factors in the 
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wemet 


1| wisdom of the Movement we have set up over the years, 
22) 1 think would either directly or indirectly suffer be- 
3| cause of the possibility of reducing our net taxable in- 
4! come. 
5 MR. STEWART: Well then you have mentioned 
6] three things. The first is that you might tend to min- 
7|| imize deposits and payment into share accounts and maximiz 
8 payments into deposit accounts which would bear interest, 
9] ana you then of course as the law now reads, yowld have tol be 
10 sure that the interest paid on deposits was paid pursuant 
11/ to a legal obligation to pay interest because otherwise 
12| the interest would not be deductible. 
13 MR. INGRAM: Yes. 
ia || MR. STEWART: From what you have said earlier 
15)’ there might be a question whether at least some of the 
16 Peet teat that you are paying was paid subject to a legal 
i Spiigation, You might also do what I guess is commonly 
18} called pricing out. You might lend your money out at 
19! lower rates so that your spread is narrower. 
20 | MR. INGRAM: Correct. 
21 MR. STEWART: When you get to the question 
22] of stability, I take it that what you have been able to 
23 do up until now at any rate, has been to utilize the net 
24 savings, as you call them, for working capital or other 
25 _purposes because these amounts are not actually paid out 
26| in cash. They are simply credited to members accounts and 
27 the funds can be used by the Credit Union for their 
28 ae purpose, is that correct? 
a MR. INGRAM: ‘These dividends though are fully 


30 withdrawn on demand, the same as their own shares on 
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deposit would be. 

MR. STEWART: But until they are withdrawn 
they are availble for your purpose and I take it that the 
effect of taxation, if any taxation were imposed, might 
be that the amount that you had available to finance futur 
growth might be reduced? 

MR. INGRAM: Yes, this would be so. It could 
be so. 

MR. STEWART: If the Movement has got to a 
“state of maturity anyway, as Mr. Shipe was suggesting it 

is not growing anyway, is this too important? 
MR. INGRAM: I think it is extremely important. 
I think we have got to continue to grow. We have got, 
as we grow, to provide these safeguards and built-in pro- 
legetiee measures that we have accumulated as we have gone 
icone I think the very fact that these savings belong 


Ito the members, and that the members in the Credit Union 


is have a form of co-partnership, I think this is an extrem- 


19 


40. 


21 
22 


23 


29 


30 


ety important point. 

MR. STEWART: Do you feel that the imposition 
of taxation at the rate that I have been talking about, 
21 per cent on $35,000.00 and less, would that affect the 
competitive position of the Credit Union? 

MR. INGRAM: Well I think probably we would 
have to get into the area of defining competition. We 
have been through this I think already this morning. 

“We are not really concerned about competition at all 
“with any other organization because we think we have got 
a unique kind of Movement of our own. We have our own 


concepts of what this organization should accomplish, 


ee ny der - ae ais 

snes ann ya? idee MOR: Lanes 
or? gard Sf ev6o Them nian sone ata aa d 
veeyten -beshqut esow mottaxnad ye 2 Hotisxst Yo tostigy 


baal eomaat? ott ofdetbkaya basi Bot odd dawome, ‘end Zany a 
theaubed: wed Gotta story 

blime 21. «Ge e¢ Blvow std’ eek iMAROUT . , 
| i" 
‘© S¢ Soy aed Coecevol eff. Tt .:THAWATS...HM 
J) gotdasgaiw cow patd® .ceiows (penyes, Glues Io. 0%aI8 
Stes sqoqut oot. etdi af cymrgns patvany Jom af 
inneqogmt yYLlemerine wf, af tokite ‘MAROUL. .7M 
og eved eW ,wory of slintveoo of Jog Wve, ow sla cid bi 
ng nh SASS Ene aAbdagge ise enend obiyvoig on) worTs sw ‘Es 
1% OVad oF cS Letdslumyone OVad eu Jad? setunseM oviseus 
ied nanivas, eoon?..2643 Jost wuey say waning 2 anon 
ole gibeyd edd a ee 6d? Jadz bos ,etedmec ed’ a? 
vous ne OL etdd tobe t ‘ atdevendtsa~ns to mols svad | 
» tnt 30 Thatiogal <li 
ithawert afd zadt {eet wor of. »sTRAWETE .f! 
, fe wfviies eead oved 1 ged? eter orl? fa note “ae 2 
‘T%. dan? Bloow,.ee0f tap GO.COO,.ece no Jneo s0q, 
Taotad sinexD ad? to. coizteoq evidllaqgmal 

ow yldedusy datas 1 lL few . ;MAMDHL .7im 
ad kT Ef oqo, sainiteh 20 goin edi? ocal 293. of aver a 
uvioton atd’ yheowls anbis I atdi davowlé mod ave Ag 
Pte 4a eol redélimeien Suede heesieoso9 vitsew ’on ote oh! 
rom sad uw Netad on eenvsoed wolisgin&ggato senso 7A ‘130 
mo Tuy BM, 1 au wo 206 to @nenreved ‘to Only oepimi ae 


pHaliqnos-«. ileots cdotvsslasyr elds Jsdw to siqeumeg 


1 


WA > 


29 


30 


weet” 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 5530 


at least in part. We are not too concerned about !:what 


people commonly call competition from other sources. 


MR. STEWART: From that point of view your 
operations would not be adversely affected? 

MR. INGRAM: No. 

MR. STEWART: Well now if I can pass from the 
tax treatment of a Credit Union, an ordinary Credit 
Union for the moment, I would like to discuss with you for 
a moment the question of the treatment of Centrals. 

Now I take it from Page 21 of your submission 
that in Canada each, and I am looking now at Paragraph 66, 
the third sentence: 

"Tn Canada each province has at least 


one Central organization." 


Could you give us an indication how many of these Central 


‘organizations there are in the country as a whole? 


MR. INGRAM: There are a total of 27 Centrals 


I an Canada. 


MR. STEWART: Now you say at the end of Para- 


graph 66: 


"The Central's prime function is to 
serve as a Credit Union for Credit 
Unions, by accepting the surplus 
funds of its member Credit Unions 

and loaning these funds to other 
members to meet their excess loan de- 


mands." 


aE taktesitthat is an accurate description of what a Central 


% 


does? 


MR. INGRAM: Yes sir. 
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1 MR. STEWART: Now when it loans funds to a 

2) particular Credit Union, what sort of interest rate does 

3 it charge? 

4 MR. INGRAM: The actual rate charged would vary 
5|| from one Central to another. As an average I would 

6] suggest ineanly. 5 per cent per annum would be a fairly 

7|| accurate average unless Mr. Polner has other statistics 

8| that show otherwise. I would assume this is fairly close. 
9 MR. STEWART: If we take a particular Central 
10|' which, in the course of a particular fiscal period has 

11|| borrowed funds from some Credit Union and loaned them 

12] to others at this 5 per cent rate, I take it that followin 
13|| the end of the period, it determines what savings it has 
14| realized on its operations and then it distributes these 
15 Peay tee basically to the lending Credit Union. Is that 


16], correct? 
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MR. INGRAM: Yes. 

MR. STEWART: Well now, do I gather that the 
interest rate payable to a lending Credit Union is not 
determined until after the end of that particular period? 

MR. INGRAM: This amount varies on the differ- 
ent provincial . 2: Central's own operations. Many of 
them are predetermined as to what interest rate and divid- 
end rate they will declare and pay. Others are not declared 
until the annual meeting takes place, the same as Credit 
Unions. 

MR. STEWART: Now, the Central torrows.from 
agencies other than Credit Unions. 

MR. INGRAM: Yes, 

MR. STEWART: Do they borrow from co-operatives 

MR. INGRAM: Well, chartered banks. 

MR.STEWART: Any others? 

MR. INGRAM: This would be the only two other 
18, ‘main sources. 

MR. STEWART: By the same token they will loan 
to people other than Credit Unions? 

MR. INGRAM: No, except in the case of a few 
of our Centrals who also include as members co-operatives 
and loans have been made availabe to them on occasion. 

MR. STEWART: Well now, the members of a 


wweorpoxna tions? 


MR. INGRAM: Well, here again I probably should 
/clarify a yes answer to that. On some few occasions in- 

‘ dividual Credit Union members are also eligible for 
Central Credit Union rates. I am thinking, for example, 


of mortgage loans to individuals. 
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MR. STEWART: Is this common? 
MR. INGRAM: No, it is not common. 
MR. STEWART: Basically the members of Centrals 


are corporations? 


MR. INGRAM: All corporations. 
MR. STEWART: And basically the people they 
deal with are corporations? 
MR. INGRAM: Right.i 
MR. STEWART: Now, the common bond which units 
the members of a Central is the interest.iTt the Credit 
Union Movement or the co-operative movement or either one 
of them. 
MR. INGRAM: Either one or both. 
MR. STEWART: Do you suggest that these 
“ Centrals carry on business of such a type that they should 
, be exempt from income tax? 
MR. INGRAM: Yes, I think the findings of the 
{Wee Commission and the Legislation under which we are 
|; operating and the Income Tax Act itself very clearly 
define the fact that Federations of Credit Unions should 
be treated exactly the same way as Credit Unions them- 
selves. 
MR. STEWART: Mr. Ingram, when we get to the 
Central are we not getting some distance from the small 
_man who the Credit Union was designed basically to serve 
‘and who needs cfinancial counsel and so on? Are we not 
dealing with large :8téle organizatdions: wholdea teal 
in substantial sums of money? 
MR. INGRAM: This may be true, but in my 


opinion this doesn't change the concept of what the 
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Central is designed to do. The Central indirectly or 
directly makes the same service available to individual 
Credit Union members. They simply use the Credit Union 
itself as the vehicle to make this possible, 

MR. STEWART: On top of the Centrals, or per- 
haps the expression "on the top" isn't appropriate, some 
ofthese Centrals, I take it, are members of the Canadian 
Co-operative Credit Society. 

MR. INGRAM: That is right. 

MR. STEWART: We will be dealing with them 
later in the day. The Canadian Co-operative Credit Soctety, 
in fact, is a Credit Union of Central's and some Co- 
operatives. 

MR. INGRAM: Right. 

MR, STEWART: In your thinking does the Canad- 
ian Co-operative Credit Society still qualify under the 
exemptions for Credit Unions? 

MR. INGRAM: Yes, I am of the opinion that 
they “shotld sauco Verrp over. 

MR. STEWART: Now, then as far as taxation 
is concerned, I take it that as matters now stand the 
individual member of the Credit Union must bring into 
income for tax purposes both the dividends which are paid 
on ¥his shares and the interest which is paid on his 
deposits. 

MR. INGRAM: Right. 

MR. STEWART: If you turn to Page 34 of your 
submission there is a paragraph beginning with the 
words Bill F-649 and the last sentence of that paragraph 


seems to indicate that in the United States a member of 
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a Federal Credit Union is taxable upon dividends but: 
the Credit Union itself is responsible for collecting 
the tax on the dividends. Te that av faus?. 

MR. WEINBERG: No, that is not so, Actually 
there was no responsibility for the members! dividends 
until very recently when the tax bill of 1962 was passed 
that Mr. Shipe alluded to a little while ago, whereby 
all payers of dividends and interest must now report 
on so-called Form 1099 to the Internal Revenue Service 
all dividends or interest of $10.00 or more. There was 
no obligation and never was any obligation on their part 
to cdlect in any fashion. 

MR, STEWART: I see that I was misreading this 
It actually says that the law prohibits the requirement 
that Credit Unions collect the tax. Now, suppose in 
practice you have two members of wae Credit Union, one 
has a balance in his share account of, let us say, $1 
thousand dollars and the other has a balance in his share 
account of $10.00 and each of them wants to borrow $500.0 
from the Credit Union. Does each pay the same rate 
of interest on the loan? 

MR. INGRAM: In most cases they would, yes. 

MR. STEWART: You say in most cases? 

MR. INGRAM: Yes. 

MR. STEWART: So a person with a large balance 
doesn't get a more favourable borrowing rate? 

MR. INGRAM: There are isolated instances 
where Credit Unions will use this technique, if you will, 
of determining interest rates on loans, but in a general 


sense the Movement is of the opinion that there should 
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not be any difference whatsoever with respect to interest 
rates in borrowing money. 

MR, STEWART: Now, when credit is extended 
to a particular member is this done on his credit alone 
or does the Union sometimes ask for guarantees aH. endorse 
ments by non members? 

MR. INGRAM: Where the law provides security 
or collateral of some type must be taken, depending on 
the size of the loan, where security must be taken under 
the law then your Credit Committee may require a guaranto 
or co-signer of notes of borrowing members. This is 
common practlles in some areas and no so in others. 

MR. STEWART: If the law doesn't require the 
taking of security are you implying the Credit Union 
wouldn't require security? 

e MR. INGRAM: Not necessarily, no. I think 
each case is dealt with on its own merits, so far as the 
granting of credit is concerned. We have had examples 
in the past where a borrowing member who only wants 
$50.00 or $60.00 would have to have security because of 
circumstances and on the other hand there are many cases 
of substantial loans being made for substantial amounts 
of money with the very barest of security. Our Movement 
has been and still is that a person's character is of 
much more importance than is actual tangible security. 

MR, STEWART: If a member has a balance in 
his share account and in his deposit account and he 
borrows from the Union, the Credit Union, is the balance 
in his two accounts, in his share account and his deposit 


account, are they automatically taken as collateral for 
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the repayment of the loan? 

MR. INGRAM: Under most loans this is so. 

MR. STEWART: In this country I take it that 
if the Credit Union has office premises or if it owns 
the land through which it carries on its operations it 
is subject to normal municipal property tax and so on? 

MR. INGRAM: Yes. 

MR. STEWART: So far as the members are con- 
cerned, the balance of their accounts would be treated 
as assets for succession duty purposes? 

MR. INGRAM: Yes, that is right. 

MR. STEWART: What I am wondering, Mr. Ingram, 
is whether the Credit Union objects to taxation on 
principle or whether it is simply income tax it is ob- 
jecting to? 

MR. INGRAM: I think you could probably safely 
say, and I think :%!€ have said this on many occasions 
that the Credit Union Movement is fully prepared and 
anxious to co-operate in all ways and means necessary 
and proper in the field of taxation and we have always 
suggested that we pay our proper share in those taxes 
which we feel are appropriate and necessary, are valid 
taxes, tit the Credit Union should be interested in and 
should be prepared to pay. 

THE CHAIRMAN: Might I pursue that for a 
moment. These gentlemen have in their submission class- 
ified themselves with, I think, treligious organizations 
and charities which I find are normally tax exempt in 
the municipality. Why should you be prepared to meet you 
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I have just referred to which are tax exempt whereas 

you stress the nature of your organization as being such 
that it should be classified with these organizations 

and exempt from tax. It seems to me if you were prepared 
to pay your municipal tax that you should be prepared 

to pay Federal tax. The matter of measurement of that 
tax comes afterwards. The principle is there. I think 
you say you are not prepared to accept the principle. 

MR. GLEN: Mr. Chairman, I may be treading on 
dangerous ground, but this area of discussion interests 
me, if I may use the word again, the philosophical 
aspect of the Credit Union. It is simply this, in the 
years I have been associated with the Credit Union Move- 
ment my main objective has been to try and build greater 
sense of responsibility among people. The people with 
whom I associate in Credit Union activities, we don't 
like the concept of corporate taxation because of its 
hidden nature. We try to get our members to become aware 
of their responsibilities, and they have responsibilities 
we will say @€ the community level and very often have 
an area of determination whether tax is imposed on a 
municipal basis and a by-law has to be taken. They can 
assess the value of the tax to themselves. And mind you 
this nakes “them far more responsible citizens. Corporate 
tax is something that is taxable on the level where there 
is no determination, if you follow me. 

THE CHAIRMAN: Yes, indeed I think I follow 
you very clearly. You are not quarrelling with the 
principle of your organization sharing some of the costs 


of the Federal Government. You are quarrelling with 
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the method by which it is allocated. to you. 

MR. GLEN: This would be our position.  £ 
think our individual members -°.» are the ones who should 
share this load. If they don't like the application 
of the tax I would hope they would have machinery by 
which they can express their dislike or approval, iIn 
corporate tax and I don't care whether it is Credit 
Unions or whatever it may be, it is the hidden aspect 
ofthe tax that in our views, the people whith whom I am 
associated, this isn't a tax which builds responsible 
citizens. 

THE CHAIRMAN: Thank you Mr. Glen. 

MR. STEWART: I said at some point this 
morning that I thought some of you, at any rate, would 
also be here at the time we deal with the next brief 
which is that of the Canadian Co-operative Credit 
Society. I am wondering whether that is true? Are you 
all or are most of you going to be on the panel then? 

MR. GLEN: No. 

MR. STEWART: Perhaps I had better come back 
to the question which Mr. Gauley raised this morning, 
the fact these Credit Unions should not be regarded as 
anything more than agencies for their members and carryin 
on their activities with the result.., I take it, that the 
income, if there is income of the Credit Unions should 
not be taxed in its hands, but should be taxed in the 
hands of its members. Perhaps I could put this to you 
in that connection: I think it has been conceded that 
the Credit Union is a separate legal entity. It is a 


corporation. It has been conceded I think that the funds 
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it acquires and loans out are the funds of the Credit 
Union itself, that they belong to the Credit Union not 
to the members.. I would take it that if a particular 
Credit Union makes a particular loan to a member, a 
person who is entitled to sue on that loan to recover, 
if it should be required is the Union and not the 
individual member. I also take it that it is the 

Credit Union and not the individual members who are 
subject to the obligations and liabilities of the Credit 
Union. 

Now, Mr. Gauley, if these propositions of 
mine are correct how can it be said a Credit Union is 
not acting as a principal on its own account? How 
can it be said it is simply an agent for what may be 
a very large number of principals? 

MR. GAULEY: Mr. Stewart, all of the things 
you have said, I think apply, have applied in these 
instances where corporate structures or legale::.’ 
entities were used to accomplish the purposes of 
members. For instance, the first time that I recall 
that this question came up in Canada was the Saskatchewa 


Wheat Producers case which the Supreme Court considered 
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MR. GAULEY: And subsequent to that, the 
Stanley Mutual Fire Insurance Company, which was a 
Supreme Court decision in 1953 recognized the fact that 
the mere existence of a separate legal entity which 
carried with it legal title to whatever commodity was 
being handled -- in that particular instance, of course, 
it was an insurance company -- but this technique, this 
was also referred to by Mr, Justice Thorson in The 
Horse Co-operative Marketing Association and subsequent 
to that the Manitoba Dairy and Poultry Co-operative 
Limited, and the Saskatchewan Wheat Producers Limited 
where he said that this was machinery or, in one case 
I think a conduit pipe whereby a group of people with 
common interest -- in most of these instances they were 
people that banded together to market their products. -- 
in one instance it is wheat, in another instance it was 
horses which were canned, of course. 

Another instance it was dairy products but 
the title, the legal title went to the legal entity. 
They have to have fixed assets in the sense, and reservesl, 
but these eventually go back to the members and the 
mere fact that there were things that you mentioned, 

I agree they do in fact exist, did not thereby follow 
that the difference, the savings or the surplus that 
may result at the end of the year had a quality of 
income. In fact, the courts have consistently held 
that it is not income. Granted here the commodity is 
money and there are some variations in this principle 
when you have a number of persons who band together 
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borrowers and I realize because the commodity is money 
instead of wheat or butter, whatever it may be, that 
there are some differences, but it is our position that 
essentially this surplus or Saving, if there is any at 
the end of the year, does not have the quality of income. 

MR. STEWART: Then I think you will perhaps 
agree Mr. Gauley, that the cases that you refer to, 
the legal decisions that you referredto,insofar as they 
relate to co-operatives, were cases in Which the court 
found on the facts that there was or that the co-operative 
was what I think is called a strict agency co-operative; 
that it did not act as a principal in relation to its 
activities? 

MR. GAULEY: Certainly in all of the cases, 
except the Stanley Fire Insurance case. which was in- 
Surance, it was a marketing aspect of the co-operatives 
but, nevertheless, it © still held first of all it 
was a legal entity. I mean it had legal title to these 
things. It had to dispose of the goods and in one 
instance they manufactured. They bought horses from 
their members and sold canned horse meat. They had 
to have title to sell it and deal in these assets and 
eventually account back to the members. Granted that 
thereaare differences, but in the Credit Union where you 
have a group of people banded together to accomplish 
the purpose such as has been discussed here, any savings 
that result or any surplus at the end of the year does 
not have the characteristic of income as defined in 
those cases. 


MR. STEWART: You go so far as to suggest 
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that this principle applies where you have ten thousand 
members of the staff of a particular company who engage 

in extensive borrowing or the Credit Union which engages 
in quite extensive borrowing and lending operations? 

MR. GAULEY: Well it is admitted that the 
size does not change the principle or the characteristic 
of the savings, if there is any, at the end of the year. 
There may not be. 

MR. STEWART: So that on this basis one could 
have a Credit Union, one big Credit Union for the 
employees, for example, of General Motors in the United 
States which no doubt numbers several hundred thousand 
people, and that one Credit Union is acting as agent 
for each one of these several hundred thousand <in every- 
thing it does? 

MR. GAULEY: It may not be practicable or 
feasible to have one of that size, but I would say in 
theory that the size would not matter. 

MR. STEWART: Mr. Chairman, I think that 
ends my questions. 

THE CHAIRMAN: Thank you Mr. Stewart. 

COMMISSIONER BEAUVAIS: I just have one 
question on Page 20 of the brief, Article 65. You 
mentioned that in at least two provinces, dissolution 
regulations provide that reserves may not be distributed 
to members on the dissolution of the Credit Union, 
but must be used in the community for general welfare 
purposes as prescribed by provincial regulations. 

Could you give me the names of those provinces? 


MR. INGRAM: This would be Quebec and Sask- 
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atchewan, 

COMMISSIONER BEAUVAIS: Quebec for Credit 
Unions also? I know that is correct for Caisse Populaire 
but that applies to Credit Unions also? 

MR. INGRAM: Both under the same regulations, 
yes. 

THE CHAIRMAN: Any questions? 

COMMISSIONER GRANT: I have a few questions. 
The reserve requirement is based upon 20 per cent of 
net earnings? 

MR. INGRAM: Yes. 

COMMISSIONER GRANT: It might be more than tha 
but under provincial legislation it would not be less? 

MR. INGRAM: Right. 

COMMISSIONER GRANT: Now reserves are referred 
tof an the brief as guaranteed funds. Are the terms 

Z 
Synonymous ? 

MR. INGRAM: Yes. 

COMMISSIONER GRANT: What is the nature of 
the term "guarantee"? Why does it carry that name? 

MR. INGRAM: I think as we have very briefly 
explained, that kind of reserve is the common term applie 
to the statutory reserves which can only be used for 
writing off any bad debts or losses that the Credit 
Union may incur from time to time. 

COMMISSIONER GRANT: I was thinking that per- 
haps it referred to the fact that thes 20 per cent, that 
reserve requirement is guaranteed by the deposits of 
the members and that it will never be less than its 


required statutory amount. In other words, should you 
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invest that 20 per cent in some Securityhwhich turned 
out to be of little value, that reserve would not be 
reduced by virtue of that loan? 

MR. INGRAM: That is right. 

COMMISSIONER GRANT: In other words, the 
deposits of the members are the guarantees? 

MR. INGRAM: Yes. 

COMMISSIONER GRANT: Now in investing your 
reserves, does that come within the jurisdiction or 
the paview of the local union or is it done by the 
Central office? 

MR. INGRAM: No, it is within the jurisdiction 
of the individual Credit Union. 

COMMISSEONER GRANT: What is carried out in 
actual practice? Does each Union look after its own 
investments? 

MR. INGRAM: Yes. The investments may be 
completely or partially in the Central to which they 
belong but their investment policy is one which is dealt 
with exclusively by each individual Credit Union. 

COMMISSIONER GRANT: I suppose that the advice 
of the Central is available to the Union? 

MR. INGRAM: Yes. 

COMMISSIONER GRANT: But the Union annually 
Will decide on the amount of its net earnings and the 
amount that should be allocated to reserve? 

MR. INGRAM: Yes. 

COMMISSIONER GRANT: In the investments which 
are carried by the Union, I notice that you have somethin 


over $1 hundred million invested in real estate loans. 
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I think that is shown on Page 34 of the year book. 

MR. INGRAM: I think this would be eugene 
in Quebec Mr. Grant. 

COMMISSIONER GRANT: Essentially in Saskatchewan 
according to the breakdown of the first column at the 
bottom of the page, In 1962 the three provinces that ca- 
(rited the largest investment are Saskatchewan, Ontario 
and Manitoba, that is in real estate loans. That could 
be mortgages. It could be home-improvement ldans. 

MR. INGRAM: Secured by first mortgages, that 
1s right. 

COMMISSIONER GRANT: Now that does not take 
into consideratim the Quebec Caisse Populaire which, 
as it was brought out earlier, hasggmme into mortgages 
quite heavily. 

MR. INGRAM: That is right. 

COMMISSIONER GRANT: Of that $105 million 
invested now, or in 1962, secured by mortgages, would 
you have any information that you could give the 
Commission on how that is taken? What proportion would 
be in home loans and what proportion would be in comm- 
ercial loans? When I say "commercial loans" I am 
referring to commercial establishments such as, for 
instance, A consumer market or feed mills or something 
of that sort. Would you have a breakdown on that? 

MR. INGRAM: I don't think we have at the 
moment Mr. Grant. We could probably get this for you. 
Dr. Polner has some information on that. 

DR. POLNER: If I may answer the question to 


the best of my memory, all the provinces, the provinces 
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1 of Manitoba and Saskatchewan do maintain annual records 

2| of the reasons for which loans are made. Now I remember 
3]| more about Manitoba because I am in contact there. Using 
4} again the data in the year book, roughly $20 million is 

5] out in real estate loans, I believe, without cutting ep ani 
6| what is a real estate loan on a farm, but the majority 

7| of these are taken on farms. Now I would not know how 

g| a definition would be taken, or how you would spread a 

g| mortgage on a home and a farm. That is my memory sir. 


10 COMMISSIONER GRANT: They are to members for 


e+ farming or in building a house and 


a their use ing 
go, Living In it..@8 family dwelling in many respects, and 

13] Owner occupied? 

14 DR. POLNER: This would be my memory of the 

15|| Manitoba figures. We can perhaps get hold of an annual 

16|| year book from the Provincial Registrar in Manitoba for 

17) you and we can clarify it. 

18 COMMISSIONER GRANT: Would you have any know- 
19|| ledge as to.the amortization basis of those mortgages? 

20|| Would they be over a period of 15 years? 20 years? 

aA | MR. INGRAM: They would vary in different 

22|)| provinces. Generally speaking 5 or 10 year amortization 
23|| would cover most of them. 

24 COMMISSIONER GRANT: ‘They would be competitive, 


25|| in other words, with other lending institutions would 


26|| they? 
a7 MR. INGRAM: Yes, I would say so. 
28 COMMISSIONER GRANT: And also with respect 


29) to interest rates? 


30 MR. INGRAM: Yes. 
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COMMISSIONER GRANT: And repayment ? 

MR. INGRAM: Yes. 

COMMISSIONER GRANT: Now last year in the 
year book reserves were increased by a total of 14.68 
per cent. Reserves in actual dollar amounts were in- 
creased by $9 million 551 thousand. Now assuming that 
that was on the basis of 20 per cent, then would it be 
correct to. say that the net earnings of the co-operative 
movement in Canada last year would be five times the 
amount of the reserve? 

MR. INGRAM: Not necessarily becausetthere are 
some writeoffs involved in this figure. This would be 
the net increase. 

COMMISSIONER GRANT: Do you arrive at your 
reserve figure before taking off your writewffs? 

MR. INGRAM: Yes. 

COMMISSIONER GRANT: In other words, your 
reserve figure is arrived at after you credit the members ' 
account the dividend on share capital and refund of 
loan interest? 

| MR. INGRAM: No. The 20 per cent is based 
on the net earnings before dividends amd interest rebates. 

COMMISSIONER GRANT: Is it? 

MR. INGRAM: Yes. 

COMMISSIONER GRANT: Thank you. But after 
any operating expenses? 

MR. INGRAM: That is right. 

COMMISSIONER GRANT: But before charging your 
accounts or crediting your accounts with dividends or 


with interest refunds? 
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MR. INGRAM: That is correct. 

COMMISSIONER GRANT: The expansion which is 
going on at the present time when, for instance, you 
increased your savings by 10 per cent in 1962 over 1961, 
do you find that expansion is taking place more to-day 
in your urban centres than in the rural centres? 

MR. INGRAM: If we are going to use percent - 
ages as a criterion, I would suggest that the growth 
is approximately the same in both centres in absolute 
terms. In terms of dollars and cents, the most sub- 
stantial part of the increase would be in urban centres 
rather than rural. 

COMMISSIONER GRANT: When you open a Credit 
Union say in a plant, you usually have the full co-operatiion 
of the management of the plant? 

MR. INGRAM: Wherever possible, this is so. 

COMMISSIONER GRANT: I think you have pointed 
out that they welcomed this sort of thing because it give 
their employees a better standing and greater contentment, 
and so on. I suppose there are ee eaeeods on which 
facilities are placed at your disposal and your costs 
are kept down on that account? 

MR. INGRAM: This is true. 

COMMISSIOVER GRANT: I think you say in your 
brief that about 65 per cent of the cash flow, Page 21 
of the brief says hat is due to internal investment. 

Now that would be inter-provincial. Do your funds flow 
within the corporation type of Credit Union as from 
one province to another? 


MR. INGRAM: What we were referring to here, 
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Mr. Grant, was the fact that about 65 per cent of the 
funds of Credit Unions find their way either into their 
provincial Central or inter-provincially to the Canadian 
Co-operative Union Society. This is the internal flow 
that we are referring to here. 

COMMISSIONER GRANT: Therefore, about 35 per 
cent would be placed by the local Unions themselves by 
way of loans to their own members? 

MR. INGRAM: Or by the provincial Centrals 
in either Government bonds, for example. This is the 
kind of investment which would account for the 35 
per cent. 

COMMISSIONER GRANT: Thank you. Mr. Chairman 


that is all. 
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THE CHAIRMAN: There is just one point I am 
not absolutely clear on. You have pointed out that 
legal requirements are that the reserves are set at 20 
per cent of the savings before certain adjustments. In 
reply to Mr. Grant you said what is set aside may be 
more than 20 per cent yet I find in paragraph 57 that 
earnings are returned to the Leer at the end of each 
fiscal year after the taxes and reserves have been set 
aside. If you are returning all the earnings after the 
statutory and other reserves I would think that they 
wouldn't go above 20 per cent. I suppose this 20 per 
cent apausce vo other reserves. & don't know much about 
it, after you have set aside the 20 per cent and whatever 
other reserves are decided upon the rest is distributed 
totally; is that correct? 

MR. INGRAM: That is essentially correct, 

Mr. Carter.. 

COMMISSIONER GRANT: I have one more question, 
Mr. Chairman. Mr. Ingram, if you would please look at 
the year book again on page 1, #nd will you give me the 
figures as to how the total assets, how that figure is 
arrived at? Your savings are ‘1 billion 531 million 
doltars and reserves are $67 million. That leaves $93 
million, roughly $93 million. If reserves are invested - 
they might be invested in buildings and equipment and 
so on -- where would the other $93 million be? 

MR. INGRAM: These reserves that are shown 
here are the statutory reserves. There are other 
reserves that we referred to earlier that are not 


included in the $67 million. 
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THE CHAIRMAN: Reserves and savings are on 
the liability side and the assets are on the assets side 
and the assets would be distributed in all kinds of 
things, I would presume, mainly loans to members though. 

MR. INGRAM: That is correct. 

THE CHAIRMAN: Thank you very much indeed. 

I think we fully understand it now. We have no more 
questions to put to you. Mr. Stewart, you are through, 
are you? 

MR. STEWART: Yes. 

THE CHAIRMAN: Have you anything you would 
like to say to us? 

MR. GLEN: No, I haven't. You say that you 
understand. You do better than we do. 

May I on behalf of our delegates say thank 
you to the Commission and to counsel. We realize that 
you have a very drerast’, job. It is a responsible job. 

It is a job I think any citizen in our country would 

Wish you well in, and naturally we hope that whatever 
your determinations may be and whatever your recommend- 
ations may be that you will recognize the contributions 
that our type of organization is making to the well- 
being of all Canadians, and that we may continue to do 
that for the benefit of our fellow men. Thank you very 
much. 

THE CHAIRMAN: May I in closing say how 
much we appreciate what you have done for us to-day in 
this submission and submitting yourselves to the question 
which we have thrown at you. We have done this for 


better understanding, not because we wish in any way 
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1 to dent the position set forward so clearly. We must 

2 clearly understand the reasons for it. May I say we are 
3] all seized with the significance, the good and the valuable 
4| contribution to Canada of the Credit Union Movement. 

5| As I said when we started that isn't on trial. We 

6] fully understand it. We are concerned about taxation 

7 and we will continue to ponder the taxation. Thank you 

8] very much indeed. 

9 Mr. Secretary, I guess we are ready to go. 

10 THE SECRETARY: Mr. Chairman, the second brief 
11 this afternoon is being presented by the Canadian Co- 

12] operative Credit Society Limited. Mr. A. W. Wagar 

13 is President of the Society. He is here to speak to the 
14]/ brief together with his colleagues. He will introduce 

15 his colleagues to you. I would now enter the brief and 


16| the appendices into the record as Exhibit 258. 


17| 
---EXHIBIT NO. 258: Submission arid ‘appendices o 
18 Canadian Co-operative 
Credit Society Limited. 
19 
20 SUBMISSION OF 
21 THE CANADIAN CO-OPERATIVE CREDIT SOCIETY 
LIMITED 
o®) 


giao 
23|| Appearances: Mr WAveWoawWagar 


24 Mr. D. E. Stewart 

25 Mr. J. R. Robinson 
26 Mr. E. Henschel 

27 Mr sALiek. Arendien 
28 Mr. J. M. Best 

29 Mr. D. E. Gauley 
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THE CHAIRMAN: Thank you, Mr. Secretary. 


Goodcday, Mr. Wagar. I am sorry we are so late in 
getting to this. You were in the room so you know exact- 
ly why. I don't need to explain it, but I still am sorry 
We will be as smart as we are able to with yourselves 
because you undoubtedly have planes to catch. Wald you 
care to introduce your delegates to us. 

MR. WAGAR: Thank you, Mr. Chairman. I would 
like to express our appreciation for having an opportunit 
to be heard before you. Gur main purpose in coming is 
to answer any questions you would like to direct to 
us. We are fortunate in that we have in our group the 
managers of each of the provincial Centrals that are in- 
eed cin inistmetiedostap. First of all I will introduce 
to you Mr. D. E. Stewart. He is a director of the 
Camadian Co-operative Credit Society and director of 
the Saskatchewan Co-operative Society. 

THE CHAIRMAN: Which is Mr. Stewart? 

MR. WAGAR: Immediately on my left. Mr. 
Gauley is or solicitor with the firm of Francis, Gauley 
and Dierker in Saskatchewan. He is second from my 
right. 

The others I will introduce from left to 
right. At my far left is Mr. J. R. Robinson who is 
a director of the Canadian Co-operative Credit Society 
and © treasurer-manager of the B.C.. Central Credit Union. 

Next to Mr. Robinson is Mr. E. Henschel who is 
as director of the Canadian Co-operative Society and 
also treasurer-manager of the Co-operative Credit 


Society of Manitoba. 
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On my right is Mr. L. R. Tendler, director of 
the Canadian Co-operative Credit Society and secretary- 
manager of the Saskatchewan Cosoperative Credit Society. 

At the end of the table on my right is Mr. 

J. M. Best who is a director of the Canadian Co-operativ 
Credit Society and also general manager 58 the Ontario 
Co-operative Credit Sdaciety. 

I have nothing in particular to add to our 
brief. I would like to make sure we all have made one 
correction that is necessary, and that is an error in 
our Section 15 on Page 10. The reference to the case 
of iBear and others versus Bromley should be 1852 (21) L.d 
J: Q. B. 354 and not 1952 L.J. Q.B. 21 as it now is. 

In directing eae ons with respect to 
operations of the various provincial Centrals we would 
like you, in some instances, at least, to direct the 
questions to the managers who are familiar with the 
operations in their particular area. 

THE CHAIRMAN: Thank you. We will ask Mr. 
Stewart todeadi,us in our examination. I think, Mr. 
Stewart, you might commence now. 

MR. STEWART: Thank you, Mr. Chairman. 
Gentlemen, while we are beginning you may be the ben- 
eficiaries of the fact we just had a long hearing 
because I think it will permit me to curtalf 2 good 
deal of the questions I might otherwise have wished 
to ask you. As I understand it now the Canadian Co- 
operative Credit Society acts as a Credit Union for its 
eleven members; is that correct? 


MR. WAGAR: That is correct, for pvovincial 
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Centrals and the seven co-operative organizations. 

MR. STEWART: We did have a few questions this 
morning about provincial Centrals, but perhaps I could 
put one or two others to you now. 

We understand that the provincial Central 
obtains funds from its members and loans funds to Credit 
Unions or possibly co-operatives or both. The question 
arises as to how the provincial Central finances its 
activities. Let us suppose that a new one was starting 
and that it was formed by a number of Credit Untons. 

Do they take up shares or deposits into share accounts? 
Just how does this newly ‘fLformed organizatdon get 
off the ground? 

MR. WAGAR: As a general answer I think it 
could be answered this way: To begin with a provincial 
Central doesn't decide on its own to organize and 
get off the ground. The decision to organize the 
provincial Central is made by the Credit Union and/or 
co-operatives in the area and they decide to organize 
their central Credit Union much the same as the indiv- 
idual members of the community or of the operation 
where they are employees decide to organize their Credit 
Undon. The funds in any organization, of the Credit 
Unions and/or co-operatives put money on deposit and 
there is a minimum requirement as far as shares, usually 
in the legislation. This is the source from which they 
get their funds. 

MR. STEWART: To the extent they require 
working capital they simply loan out less than they have 


on deposits. 


avistexodo-oo never ett bro efexrtaed 


ved O£5 0W tTRAWATS eM 


7 = or _ 7 
dnd ooaceisiaenae 
> RATED OTE Li 


ries  } 


sfenjoed) Is tonivorc vuods nalieton 


i Ver of arsdto oks «0 one tia 
ia I is : 
r Det facuo 
votau 
ie 2 
i vo 
, . a — 
7. 24 


oo 
} 
i] 4 o 
e 
' ' 
: 
er 
° 
7 ul 
—_ { 
' 
f 
+ r r + 
be ‘ : i . A 
- whit P« 
‘ * 
’ 4 , y 
(AAWETS om 
f ’ , + <" ¢y 
(TEO+t ie 1. on 4 - £@e < : , By | | 


lreoqel ‘no 


. STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO aia te 


MR. WAGAR: The Credit Union? 

MR. STEWART: The Central? 

MR, WAGAR: The Central loans out less than 
it has on deposit. 

MR. STEWART: To the extent it requires workin 
capital? 

MR.-WAGAR: Yes, that would be true. 

MR. STEWART: Then when it has carried on 
operations for the first year does it proceed to es- 
tablish these reserves in the same way the ground level 
Credit Union does? Is it subject to the same rules as 
regards reserves? 

MR. WAGAR: They are pretty well the same. 
They have their guarantee fund by legislation, Canadian 
Co-operative Credit Society, 20 per cent guaranteec 
fund, 20 per cent of the net savings of the Canadian 
Co-operative Credit Society should be put into the 
guaranteec. fund. 

MR. STEWART: So the Canadian Co-operative 
Credit Society is subject in this respect to the same 
rules as the Centrals? 

MR. WAGAR: To that extent. 

MR. STEWART: Well now, let us consider the 
operationsof the Canadian Co-operative Credit Society. 
From what you have said I take it it really originated 
at the instance dfsitsmmembers? 

MR. WAGAR: That is right. The present 
membership -- there are some who were original incorp- 
orators that are not now members, but the four Centrals 


still are in and the co-operatives that are now members 
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were .. original organizers. 

MR. STEWART: When the Canadian Co-operative 
Credit Society was formed some of its members would 
make deposits with it. Would they make these deposits - 
ho a predetermined rate of interest? 

MR. WAGAR: When it was first formed? 

MR. STEWART: Yes. 

MR. WAGAR: The money that was deposited in 
the first instance, I believe, was deposited in share 
capital which wouldn't be at a predetermined rate of 
interest. 

MR. STEWART: Well then, the current 
operations, the Society presumably has montes on deposit 
with it now? the Soci 

MR. WAGAR: That is right. 

MR. STEWART: As those monies have been de- 
posited has it been at a predetermined rate of interest? 

MR. WAGAR: Yes, it has. 

MR. STEWART: Could you tell us what your 
current rate is? 

MR. WAGAR: 5# -= no, 5 per cent. 

MR. STEWART: Now, when you loan money out 
at the present time to your members at what rate do 
you loan it out? 

MR. WAGAR: 54 per cent, is that right? 

MR. ROBINSON: Yes. 

MR. STEWART: So that your gross profit of 
the Credit Society is one half of 1 per cent? 

MR. WAGAR: That is right, at the present 


time. 
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MR. STEWART : Out of this you look after 
whatever your expenses are, I take it? 

MR. WAGAR: Yes, that is correct. 

MR. STEWART: Then if at the end of the current 
period you have enough savings you make the appropriations 
to this reserve fund, Af any is required? 

MR. WAGAR: Yes, I thinks£ would like to 
comment though in this respect, the members of the 
Canadian Co-operative Credit Society have quite a say 
in what rate of return they get on their deposits, and 
also have a fair amount of influence on what rate would 
be charged on the loans,:so from this point of view 
it seems to me that the members themselves set their 
own rate of interest, whether it be for deposits or 
loans, consistent with being people who continue the 
operations of the Canadian Central. 

MR. STEWART: ‘This, I take it, is due in part, 
at least, to the fact that you have a small number of 
members and a fairly cohesive group? 

MR. WAGAR: That is correct. I think it 
also extends to the provincial Centrals just the same -- 
the facility is there with the members themselves at 
annual meetings and so on setting their .rates so, in 
effect, determining the rates they are charged. 

MR. STEWART: If you get to the annual meetin 
Stage the members of local €redit Unions have a voice 
in that too, I take it? 

MR. WAGAR: That is correct. 

MR. STEWART: But at the level at which you 


operate you are dealing with somewhat more sophisticated 
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and large scale operators than they are at the ground 
level. Wouldn't that be true? 

MR. WAGAR: Yes, I presume so. 

MR. STEWART: Do you then find that the monie 
which your members are prepared to make available to 
you are inadequate for your requirements? What I am 
getting at do you borrow from outside your own member- 
ship? 

MR. WAGAR: No, we haven't to date. 

MR. STEWART: Is there anything to prevent 
that? 

MR. WAGAR: Well, legislation prevents you 
from borrowing to a certain extent from banks and banks 
are the only place we have authority to borrow from. 

MR. D. E. STEWART: We have permissive leg- 
islation that allows us to borrow from panks. 

MR. STEWART: Up to a certain level? 

MR. D. E. STEWART: Certain level, with 
certain reserves. 

MR. STEWART: But you never so far had occastdn 
to borrow from banks? 

MR. D. E. STEWART: No. 

BHE CHAIRMAN: This would be a lot easier 
for us to follow if we had a balance sheet of the 
Canadian Co-operative Credit Society which I don't think 
was included with this submission. I don't think we 
have one at all. I assume they are published. 

MR. WAGAR: Was it not in the submission? 

It was our intention, Mr. Chairman, that this would be 


included with our submission. It appears we haven't 
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provided that. 

MR. ROBINSON: TI have one copy here. 

THE CHAIRMAN: Thank you. Mr. Stewart. . 

£ 

MR. STEWART: Well then, have you been in the 
position that the funds you had on deposit exceeded 
the requirements of your members for funds with the 
result that you had to go outside your membership to 
place these monies? 

MR. WAGAR: Outside the membership to place 
the monies? 

MR. STEWART: Yes. 

MR. WAGAR: If. you consider goitng outside 
membership purchasing Government of Canada bonds, we 


have purchased some bonds, but for loans we have loaned 


only to our members. 
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MR. STEWART: If you have Surplus funds, up 
until now your practice has been to put the excess in 
Government bonds? 

MR. WAGAR: Put it to use in the purchase of 
Govarnment bonds, yes. And the investments that are 
qualifiedyby the legislation, as laid down. 

THE CHAIRMAN: Mr. Stewart, in round figures 
I would make that very clear. There is $1 million here 
of which $500 thousand is members deposits and $500 
thousand is share capital. That $1 million,which “45 
in this organization, is loaned out to members to the 
extent of $650 thousand and $350 thousand is invested, 
and the investments are Dominion of Canada bonds, 
Ontario bonds, Sa&katchewan bonds, B.C. Electric, Ontario 
Hydro. 

MR. D. E. STEWART: To explain, Mr. Chairman, 
the ogration of the Central organization at the national 
level, the Canadian Co-operative Credit Society Limited, 
all this is a seasonal type of operation. Therefore, 
your net figures would not reflect the large amount that 
might be on deposit and out in loans at any one time. 

MR. STEWART: Coming back to your one half 
of one per cent spread or to the gross gain, whatever it 
is you call it from your operations, yau pay your expenseg, 
you make appropriations to reserve,,if you then have 
a working surplus, what do you do with it? 

MR. WAGAR: The balance of savings, or the 
savings balance after the items you suggest, is paid out 
in the form of dividends on shares and has been up to 


the present time. 
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MR. STEWART: So that up until now, at any 
rate, you have not made any rebate to the borrowers of 
any portion of their 54 per cent interest? 

MR. WAGAR: That is true. Then some years, 
of course, there hasn't been anything left over. There 
has been a deficit. 

COMMISSIONER WALLS: I wonder if I may interjec 
one question right now? Because of the tremendous growth 
showrh ori this balance sheet sir between 1961 and 1962, 
did you take on a number of your eleven members between 
1961 and 1962? 

MR. WAGAR: No. .I believe there has been one 
new member in the 1962 period. The main increase has 
been additional shares subscribed and additional deposits 
made by the existing four provincial Centrals. 

MR. D. E. STEWART: You see Mr. Chairman and 
Mr. Stewart, the deduction for loan and the transfer of 
the money from one regional to another, and one regional 
may be in a surplus position and another in a deficit 
position, it is common for transferring within the 
Co-operative Credit Union Movement, but we are controlled 
as to the amount of loans that can be made because 
loans are liabilities and they cannot be more than 10 
per cent of the capital subscribed to the organization 
so they control our liabilities so that as the business 
increases then under the present legislation, I would 
suggest that we will have to increase our share capital. 

MR. STEWART: You used just now Mr. Stewart 
an expression "regional". What is the distinction betwee 


a @éentral and a regional? 
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MR. D. E. STEWART: The regional, we use the 
term regional -- I should have probably specified this 
as provincial rather than regional. Some of us use it 
very loosely, provincial credit Society, because Ched@ana ian 
society is a national group. 

MR. STEWART: Then the regional or provincial 
is one of the centrals we were talking about earlier? 

MR. D. E. STEWART: Yes. 

MR, STEWART: I don't know that I have asked 
this of you gentlemen. In your operation you have a 
predetermined rate that you are prepared to pay on 
loans, incoming loans and you have a rate, of course, 
that you charge on out-going loans. Do the centrals 
also have these pre-determined rates? 

MR. WAGAR: As far as I know, that is true. 
Is it true for each of the centrals? 

MR. D. E. STEWART: Yes. 

MR. STEWART: If a central is prepared to 
make money available to you at 5 per cent, I take it then 
that the rate it would accept money from its member 
credit unions would be lower than 5 per cent. Would 
that be true? 

MR. WAGAR: I presume that is true. 

MR. STEWART: Is there a prevailing rate for 
the centrals to pay on tdeposits? 

MR. D. E. STEWART: I think Mr. Stewart Mr. 
Tendler could give you the rates which the Saskatchewan 
Co-operative Credit Society pays to its member credit 
unions. 


MR. TENDLER: Mr. Chairman, Mr. Stewart, if we 
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use Saskatchewan as an example, we have three types. 

If we stick to deposit accounts for the present time, 
on the type of deposit accounts you have firstly, demand 
deposits. Second 90=day term deposit. In other words 
funds must remain in for at least 90 days, and then one 
year deposit accounts. The rate varies, 2, 4, and 5 
per cent so the observation you made earlier that we 
paid a little less than 5 is not necessarivy ts6. 10a 
one of our accounts we will pay 5 to our members and in 
turn can receive 5 by depositing some of the funds éf 
the Canadian Credit Society. 

MR. STEWART: Just so we get this in pewspectiv ; 
when you are loaning money out to your members, what is 
your basic rate? 

MR. TENDLER: We have a number of rates. Get 
your pencil out. For credit union members who will leave 
with us either their deposits as security for the loan 
or their share capital as security for the loan, we will 
loan them funds at 5¢ per cent. If they have negotiable 
securities, we will loan them funds, such as Dominion 
of Canada bonds, Province of Saskatchewan bonds, at 
5-3/4 per cent. Funds against assignment of book debts, 
in other words, a general credit, 6 per cent. Then we 
have other rates for our co-operative members, depending 
upon the term of the loan. 

MR. STEWART: When you say you have a class of 
o.loan which is secured by an assignment of book debts, 
that your rate there is 6 per cent, this would be a loan 
to a credit union? 


MR. TENDLER: Yes, this would be a loan -- may 
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I give you an example? 

MR. STEWART: Please. 

MR. TENDLER: We will supposetthat a credit 
union with $1 hundred thousand in assets had $10 thousand 
invested in the Society. Under the Act in the Province 
of Saskatchewan a credit union may borrow $25 thousand, 
roughly 25 per cent. Now ten thousand of this twenty- 
five thousand would be secured by share capital in the 
Society at 54 per cent. You may borrow an additional 
15 from us subject to approval of our credit committee 
and they have no other security except general credit 
or assignment of book débts, this is at 6 per cent. 

MR. ROBINSON: These rates will be general. 
They are not exactly the same for each central. They 
are close enough to be average. 

MR. STEWART: The evidence earlier on to-day 
was that there were 27 centrals in Canada. You have 4 
of them, apparently, as members. Are there other organ- 
izations in Canada which carry on the same function as 
the Canadian Co-operative Credit Society? 

“MR. WAGAR: The same function as Canadian 
Co-operative Credit Society? No. 

MR. STEWART: So that the 23 centrals have 
nobody like you to come to for loans or for investment 
of their surplus funds? 

MR. WAGAR: That is right. 

MR. STEWART: Mr. Gauley and I have been dis- 
cussing during the afternoon the question whether a 
union of this sort, a credit union can be considered 


to operate on an agency basis. Whatever the answer to 
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that question may be, as regards credit unions at what 

I have been calling the ground level, I take it Mr. 
Gauley that you might argue that in the case of this 
term, where there are 11 members and 11 only, the case is 
relatively strong? 

MR. GAULEY: It is even clearer. 

MR. STEWART: Well now let me put this to you 
just by way of illustration: let us suppose that member 
A, who is one of your 11 members, comes along and deposit 
$1 hundred thousand with this Society. This money, I 
take it, would be deposited in one of the general account 
of the Society. Would that be right? 

MR. WAGAR: One of the general accounts? 

MR. STEWART: Yes. 

MR. WAGAR: Do you mean as a deposit rather 
than as a share? 

MR. STEWART: Yes. Let us suppose that it 
goes into the deposit account of member A, and when you 
receive a cheque, or whatever it is you receive for 
$1 hundred thousand, do you pu it into a bank account? 
What do you do with it? 

MR. WAGAR: The Canadian Co-operative Credit 
Society has a bank account with the Bank of Nova Scotia. 

MR. STEWART: You deposit this with your 
general funds? 

MR. WAGAR: Right. 

MR. STEWART: Theoretically, at any rate, 
at the same time as that $1 hundred thousand comes in, 
monies may be coming in from members B, C, D and E. 


Do they all ;ig0 into the same account? 
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MR. WAGAR: They all go into the same bank 
account, that is right. 

MR. STEWART: If member F comes along and says 
that he wants to borrow from you $75 thousand and is 
prepared to pay Péter 53 per cent, I take it that you would 
draw a cheque on your bank account for $75 thousand 
in favour of member F? 

MR. WAGAR: That is correct. 

MR. STEWART: Is member A's $1 hundred thousand 
identified in any way with your $75 thousand loan to 
member F? 

MR. WAGAR: Is it identified in any way? 

The answer to that question would generally be yes. 
Many of the leans that have been made, particularly in 
1962 and from the time we started, could be identified 
pretty well as to where the funds came from, if that 
is the question. 

MR. STEWART: Let us go back to one of these 
centrals and monies that come in from the members of 
a central by way of deposit presumably go into this bank 
account and then when it makes a loan, they come out. 

Is it possible, as a Se dgnan rule, to trace a particular 
advance by a member of the central through so that you 
can say that it was the monies of member X which were 
utilized for the purpose of a loan to member Y? 

MR. WAGAR: This would be a provincial central? 

MR. STEWART: Yes. 

MR. WAGAR: I doubt it, but I would ask one 
of the provincial managers to answer tirat . 


MR. STEWART: I woutd assume that if you are 
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doing business on any kind of a Scale,” iv’ would be 
quite impossible. By the same token, if member X, who 
is a member of the central, wants to have some of his 
money refunded, this money would come out of the 
general funds of the Co-operative and it would not be 
possible to say that it came from any particular borrower 
MR. WAGAR: This is at the provincial level? 
VES that“ i1s true. 
MR. STEWART: Well Mr. Gauley I put it to you 
that this makes the agency concept somewhat difficult? 
MR. GAULEY: Well it seems to me that the 
courts have considered this in so many different facets. 
For instance, I have in mind Jones versus the South 
West Lancashire Coal Association Limited where a group 
of owners of mines went together to protect themselves 
from claims and they formed a fund and made an assess- 
ment based on the total wages each -o: ¢oowner paid 
and set aside a reserve fund which belonged to the compan 
and of course they used the corporate entity to accomplis 
their purposes and if a member were to leave and 
sell his business, go aut of business, it was clear from 
their by-laws or regulations that they would nd& have 
a claim that was identifiable in the reserve fund and 
yet the court held that this did not make this surplus 
income so it seems to mé that it is fair for me to say 
that I don't think that it is, based on the cases that 
have considered these principles although I must quite 
frankly say that it was not talking about credit unions. 
It's a question of application of principles. 


MR. STEWART: You also refer in your brief 
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to cases involving mutual insurance companies, and so 

on which may or may not be material here. Do I judge from 
paragraph 13 of this brief that you are suggesting that 
the monies of this particular credit union, or of any 
other credit union, do not belong to the union absolutely? 

MR, GAULEY: They have legal title. - There is | 
no question about legal title but as I understand it from 
the cases dealing with this principle is what they have 
to do with it. What must they ultimately do with it 
and clearly if there is any surplus at the end of the year 
then the members themselves determine where it goes but 
it must go back, subject to statutory reserves, back to 
the members themselves. 

MR. STEWART: And that is the concept there 
of saying that they have no absolute right, in that 
sense? 

| MR. GAULEY: Certainly they have legal title 
to it. There is no impairment or impediment to the title. 
What they must do with it after is the test, I think. 
I am suggesting this is the test that was applied by 
Mr. Justice Thorson in those agency cases. 

MR. STEWART: Mr. Chairman, I think, as you 
know, I must depart so if I may leave -- 

THE CHAIRMAN: Very well, you leave now. We 
will resume the questions without you. However, we will 
miss you very much indeed. Now are there any questions 
up here? 

COMMISSIONER GRANT: Well just to parsue that 
line of argument, in Mr. Stewart's discussion with you 


Mr. Gauley, your contention would be that the union can 
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assert title against all except the owners? It can ex- 
ercjse ownership? 
MR. GAULEY: Yes, just like a marketing agency 
gets title and sells; it passes title to the goods to 
a buyer and then the proceeds, it must account for these 
proceeds to these members and the same here. If there 
ls a saving or a surplus at the end of the year, this 
legal entity must account to these members. It hasn't 
any impediment on its title so far as dealing with the 
assets. — some 
COMMISSIONER GRANT: You have said earlier that 
loans which your organization can matte * cannot exceed 
10 per cent of your. subscribed capital? 
MR. WAGAR: Subscribed gael tal ana surplus, sir. 
COMMISSIONER GRANT: Your balance sheet 225. 
would show that your loans se -cbatt the equivalent of your 
subscribed capital but your advances from members are 
about the equivalent or around the $500 thousand figure? 
MR. WAGAR: That is right. | 
COMMISSICNER GRANT: Therefore, most of your 
loans, apart from say 10 per cent of your subscribed 
capital surplus, have come from advances from your members 
MR. WAGAR: Deposits from members. 
COMMISSIONER GRANT: When you are called upon 
to make a loan, that request may come from any part of 
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MR. WAGAR: That request would come from any one 
of our members. 

COMMISSIONER GRANT: Any one of your members, 
any place? 

MR. WAGAR: Yes. 

COMMISSIONER GRANT: The request, in turn, which 
comes to you from a member, the loan doesn't necessarily 
have to be for that member, but it could be for a credit 
union or co-operative society which in turn:is a member 
of that provincial association. 

MR. WAGAR: You mean for credit purposes? 

COMMISSIONER GRANT: Borrowing from you Es pass 
on to some other co-operative organization. 

MR. WAGAR: Yes. 

MR. ROBINSON: To one of their members. 

COMMISSIONER GRANT: To one of their members, 
exactly. I was just interested in the machinery you used 
to approve of a loan such as that. Do you visit the 
premises? Does a representative of your particular organ- 
ization go out and look it over? 

MR. WAGAR: What kind of land -- we wouldn't 
have to look at any premises. 

THE CHAIRMAN: Your loans are only to your 
members. | 

MR. WAGAR: Only to our own members. 

THE CHAIRMAN: Who are sitting with you up here. 

MR. WAGAR: They are sitting here now. 

COMMISSIONER GRANT: We have already settled 
that. The reason you are requested to make a particular 


loan is because a request is made by its member 
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for a loan. Do you interest yourself in the merit of 
the original application? 

MR. WAGAR: No, we don't. 

COMMISSIONER GRANT: You depend entirely upon 
your member's recommendations? 

MR. WAGAR: They re recommending a loan. 
They are applying for a loan. They are applying for it. 

COMMISSIONER GRANT: If they apply for it what 
test do you apply to whether you will make the loan? 

MR. WAGAR: To them? 

COMMISSIONER GRANT: Yes? 

MR. WAGAR: The condition of our finances at 
the time, whether or not we have the funds would be one of 
the things. 

COMMISSIONER GRANT: Do you go into the merits 
of the loan? Are you satisfied that the loan will be 
repaid because the member has requested that it be made? 

MR. WAGAR: I suppose in a normal sense we would 
go into the merits. I presume you wouldn't loan money. 

COMMISSIONER GRANT: I am not asking you whether 
you presume. Do you go into it? 

MR. WAGAR: Yes, I guess. 

MR. D. E. STEWART: I think we should explain 
this. By law we are confined to making unsecured loans 
to 10 per cent of the capital, deposit capital in surplus. 
This confines the unsecured portion to a very small por- 
tion of the total amounts when we aregetting to the position 
where we are making loans of large amounts, $5 hundred 
thousand and so on, that should be secured. 


THE CHAIRMAN: Explain "we", who do you mean? 
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MR. D. E, STEWART: The Canadian Co-operative 
Credit Society, the National. 

COMMISSIONER GRANT: I am thinking in particular 
of a situation -- I am not too familiar with it, but 
the Maritime Co-operatives is a member of yours, 

MR. D. E. STEWART: The Maritime Co-operative, 
yes. 

COMMISSIONER GRANT: There is another assoc- 
lation, the Eastern Co-op which would be a member of the 
Maritime Co-op. 


MR. WAGAR: The Eastern Co-operative. 

COMMISSIONER GRANT: It is located in Cape 
Breton. It is outside of the city of Sydney. 

MR. WAGAR: I am not sure whether it is a member 
of the Maritime Co-operative Services. 

COMMISSIONER GRANT; It is. They had a very 
large plant and they got into considerable difficulties. 
If you had loaned, and I don't know if you did, but if 
you had loaned on that particular plant this application 
for that loan would have come through Maritime Co-operativ 
Services Limited. 

MR. ROBINSON: A loan made by the Canadian Co- 
operative Credit Society to one of its members is based 
on the financial statement of the member to which the 
loan is made. It is not one step back removed to the 
member to whom that member will make the loan. There 
will be an examination of the member to which the Canadian 
Co-operative Credit Society makes the loan. The soundness 
will therefore be dependent on that operation. 


COMMISSIONER WALLS: I have one question: I 
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would like to have had it clarified earlier to-day. It 
does not directly bear on you. As I understand it if a 
credit union decides to go out of business in two of the 
provinces, the Acts require, whatever reserves remain 
be turned over to community affairs. I think that applies 
to Saskatchewan and Quebec. The other provinces, then, 
I would assume that their Acts require that it be paid 
to the members, Am I right, the reserve be repaid to 
the members? 

MR. WAGAR: I am not sure. 

MR. ROBINSON: The B.C. Act doesn't so state. 
It would obviously follow if there was something more 
than one hundred cents on the dollar, it would reasonably 
follow, if there was a surplus it would be apportioned out 
to the members at the time of liquidation. 

THE CHAIRMAN: The Acts could be silent on this 
point. 

MR. ROBINSON: There is no wording in our Act 
onus. 

COMMISSIONER WALLS: If you were to do that 
you would pay it out on the basis of the members you have 
to-day rather than the members that contributed to it; 
is that right? 

MR. WAGAR: Right. 

COMMISSIONER WALLS: Thank you. 

COMMISSIONER PERRY: I interpreted a statement 
that was made sometime during your presentation to us 
that there were large seasonal fluctuations in your demand 
for loans. Is this true? 


MR. WAGAR: Yes, that is true. 
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COMMISSIONER PERRY: Could you give us some 
idea of the order of the magnitude of the high and the 
low in your representative years activities. 

MR. WAGAR: I think in answering that the last 
balance sheet is probably the best that we have at the 
moment. At one time, $650,000.00, as stated by the 
Chairman -- that is probably the highest from the time we 
began, and the low, of course, has been down as far as 
nil, we have had no loans. 

COMMISSIONER PERRY: This could happen during 
the same year, could it? 

MR. WAGAR: it Beare happen. 

COMMISSIONER PERRY: You would have this fluct- 
uation in one year? 

MR. WAGAR: With our present size it could happe 
in the same year. 

MR. ROBINSON: It is rather likely to happen 
in the same year because the members borrowing from the 
Canadian Society will have seasonal fluctuations within 
themselves. 

MR. D. E. STEWART: I made that statement in 
the balance sheet of May 31st. I thought I had the 
most recent balance sheet. May 31st, the loans to the 
members was $1 million 250 thousand.: » 7): Member de- 
posits were $1 million 200 thousand. Now, September 30th, 
the loans to members is $2 million, 305 thousand and the deposi 
$2 million, 175 thousand. That would subside toward 
the end of the year to the figure which was quoted here. 

THE CHAIRMAN: Something like what was there 


last year? 
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1 COMMISSIONER PERRY: Do you maintain this sort 
2)| of close relationship between deposits and loans all 
3] through the piece? 
4 MR. WAGAR: Yes. 
5 COMMISSIONER PERRY: When you go down to nil 
6| you have repaid your loans? 
7 MR. WAGAR: eeraie deposits. 
8 COMMISSIONER PERRY: Repaid deposits, and this 
9] is at your own volition rather than at the volition of 
10] your members? 
11 MR. WAGAR: This is by agreement with the 
12|| members. If a member that has made a deposit urgently re- 
13|| quires Paae for their use the members that have made 
14] loans, they make every effort to repay the loans so the 
15] funds would be free for the depositor to withdraw. 
16 COMMISSIONER PERRY: Your organization, the 
17|| third tier organization is not at any time holding $2 
18 million worth of deposits none of which it has out on 
loan? 

MR. WAGAR: No. 

MR. HENSCHEL: I might add, Mr. Chairman, actually 


we are really using it for trenching of funds between 


provinces to make full utilization of funds. But wif Ihave 
some surplus funds and they can be used elsewhere this 


is the vehicle we actually use. in a sense. 


COMMISSIONER GRANT: You are working on a very 
small margin of profit, one-half of one per cent plus 
what your income accounts bring you from your paid up 


share capital. 
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MR. WAGAR: We don't call it margin of profit. 
MR. ROBINSON: In general the concept of this 
organization in the minds of members is for the utilization 


of members' money from one province to another, just for 


| the service of members. This was the concept on which it 


was started. This was the basis for its starting. This 
concept has lasted. 

THE CHAIRMAN: I want to run down your financial 
Statement which will run down the money you use. 


COMMISSIONER PERRY: It seems to be a fortunate 


piece of timing that the needs of some of your members 
happen to coincide with times your other members have 
surplus funds. What I can't understand is with the kind 
| of mix you have got why you don't have a fairly level 


transaction through the piece rather than great peaks 


and valleys? 


COMMISSIONER GRANT: If your membership were 


| larger you would. 


MR. WAGAR: A pretty narrow membership would 
be the answer. 


COMMISSIONER PERRY: You have membership in 


- Ontario and the Maritimes. 


MR. WAGAR: ‘We have 11 members altogether. 

COMMISSIONER PERRY: You are pretty closely tied 
to agricultural crops. 

MR. WAGAR: Yes. 

COMMISSIONER PERRY: Thank you very much. 


THE CHAIRMAN: A few questions on tH@SfSHSACial | 


| 


statements: loans to members, $650,000.00 -- that is 


7 members, am I correct? 
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MR, WAGAR: 11 members. 

THE CHAIRMAN: That would average something like 
$60,000.00 a member and I thought any loan was restricted 
to 10 per cent of capital. 

MR. WAGAR: Unsecured loans. 

THE CHAIRMAN: Thank you very much. A great 
part of these loans are secured. 

MR. WAGAR: Are secured, 

THE CHAIRMAN: Secured by assignments of funds 
due to your members from other of their members? 

MR. WAGAR: No, secured by negotiable sedueities 

THE CHAIRMAN: Secured by negotiable securities +- 
that is in most cases? 

MR. WAGAR: In most cases, yes. 

THE CHAIRMAN: When I run down the profit and 
loss account I see that your income in 1962 with interest 
on loans, $16,000.00, which would come from whatever 
the loans might be throughout the year, not this $650,000.00 
but its equivalent throughout the year. I would gather 
that the average amount would be a good deal less than 
$650,000.00 because you are earning a rate on that, I 
think, of 5 or 6 per cent. 

MR. WAGAR: Yes, 54. 

THE CHAIRMAN: 5% per cent. Your interest on 
deposits, that is what you paid out, is $12,000.00 and 
your deposits as I see it here are $515,000.00 and you pay 
out something like 3 or 4 per cent. 

MR. WAGAR: 3 -- on deposits, did you say? 

THE CHAIRMAN: Yes. 


MR. WAGAR: 5. 
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THE CHAIRMAN: Your deposits would be likewise 
earning less, and then $11,600.00 savings which is used 
up in reserves to the extent of $4,300.00, guarantee/ 
fund, $2,300.00 and dividends declared of $3,300.00. 
Now, the dividends, would that relate to the $506,000.00 
in share capital outstanding at the end of the year or 
would some of that have been issued during the year? 

MR. WAGAR: Some of it, the big part of it was 
issued during the year as I indicated earlier. 

THE CHAIRMAN: It looks like a very low return 
on share capital. 

MR. WAGAR: It is a very low return. 

THE CHAIRMAN: What would it be? 

MR. WAGAR: 3 per cent in 1962. 

THE CHAIRMAN: So you have roughly $100,000.00 
outstanding. 

MR. WAGAR: We had which? 

THE CHAIRMAN: Roughly $100,000.00 outstanding. 

MR. WAGAR: On an average, you mean? 

THE CHAIRMAN: Yes, on an average. 

MR. WAGAR: On an average that is right. 

THE CHAIRMAN: Thank you very much indeed. Tho 
are all the questions I think we have got here. 

COMMISSIONR WALLS: I wanted to ask one: the 
answer you gave to Mr. Perry worries me, that. one of the 
reasons Lox, the fluctuation was in relation © #6) crops. 
I can hardly credit that would be the answer to why you 
would have so much more money at one particular time and 
more people wanting to borrow at one particular time. 


The booklet we got this morning shows that only 4.4 per 
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“em pe 


1] cent of the credit unions by classifications are associ- 

2), ations which include co-ops, lodges, farm and veterans 

3] groups so a very Small percentage of all credit union work 
4| must be tied to farms. What is the reason for saying 

5| your fluctuation is based on that? 

6 MR. WAGAR: I am sorry, I misunderstood. To 


7|| my knowledge I didn't answer this was true. 


COMMISSIONER PERRY: That was the assumption 
I drew myself, that you are closely tied to agriculture 
and the answer came back, "yes". 

MR. D. E. STEWART: In fishing, fishing is 
certainly one. 

MR. WAGARs I suppose it is closely tied in 
to most industries. 

MR. BEST: I think in the community type oper- 
ations, back at the ground level you would have a tie- 
in with crops. You would have more in the Prairies than 
here in Ontario. You would have seasonal fluctuations 
tied to crops, more in either the west or east coast 
tied to the fishing industry. It wouldn't necessarily 
tie in with the statistics there that say a certain per- 
centage are tied in with farm operations. 

COMMISSIONER WALLS: Let us follow this. I 
presume your heavier deposits would come about the fall 
and spring in this type of group: 

MR. BEST: That is ee 

COMMISSIONER WALLS: Is this the guide-post 
to other organizations who wish to borrow as to when they 
should ask for funds for expansion; in other words it is 


geared to the time -funds are most’ readily available 
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as to when loans are applied for. 

MR. BEST: I think that is partly true. Certain 
ly if the funds are not available we cannot make the loan. 
If the funds are available we can make the loan. We 
may have -- more groups may have members asking for funds when 
we are least able to provide and get deposits from other 
members to provide the loans. 

MR. HENSCHEL: I might just ad] this, Manitoba 
being right next to Saskatchewan -- our demands are still 
quite different. For instance practically half of our 
credit unions in Manitoba are in the City of Winnipeg. 

I think, and I am just guessing, I would think in Saskat- 
chewan mainly the country loans, they are starting to be 
repaid whereas right now my loans are at an all-time high 
due to people buying cars, fixing up homes, Even very 
close, the next province, our needs do vary and don't 
actually coincide and there is a chance that the peaks 
and hollows don't coincide even for provinces close to- 
gether. 

COMMISSIONER WALLS: Wouldn't they tend to level 
out if one province is up and one is down? This kind 
of extreme fluctuation fron one time to auernees it would 
appear to me the answer was given a few minutes ago, that 
you withhold your request for funds to borrow until you 
know the season of the year when deposits are heaviest. 

MR. HENSCHEL: That is quite right. 

THE CHAIRMAN: Thank you very much, gentlemen, 
indeed. We have no further questions. We are grateful 
to you indeed for appearing to-day and for your submission 


It is going to be extremely helpful to us in our further 
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considerations of this problem. It is nice to have 
seen you to-day. Do you have anything you wish to say 
to us? 

MR. WAGAR: I would just like to thank you fer 
hearing us and I think the main part of our brief is. 
we are a service organization and tied to servicing the 
members and as such they pretty well control our 
particular operation. 

THE CHAIRMAN: Thank you very much, We will 


stand over until 9:30 to-morrow morning. 


---Whereupon ‘the hearing adjourned until 9:30 A.M. 


November 13, 1963. 
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Ottawa, Ontario 

er eee seckrs. Novena , 1963 5385 
-~--UPON COMMENCING AT 9:30 A.M. 

THE CHAIRMAN: Mr. Secretary, I think we have 
now reached 9:30. Are we all ready? 

THE SECRETARY: All ready sir. Mr. Chairman 
and Commissioners, you have before you this morning a brie 
being presented by the Consumers Association of Canada. 
Present is Mrs. Beryl Plumtre » President of the Association, 
Dx. He. B. English, Vice-President of the Association 
and Mr. Christopher Maule, Adviser to the Association 
from the Department of Economics, Carlton University. 

Dr. English will Speak to the brief, Mr. Chair- 
man; which I now enter into the record as Exhibit 259, 
---EXHIBIT NO. 259: Brief submitted by 


The Consumers Association 
of Canada. 


SUBMISSION OF 

THE CONSUMERS ASSOCIATION OF CANADA 
Appearances: Mrs. Beryl Plumtre 
Dr. H. E. English 


Mr. Christopher Maule 


THE CHAIRMAN: Thank you Mr. Secretary. Good 
morning Mrs. Plumtre , Dr. English. Thank you very much 
for your submission which we have already received and 
I might say have read with interest. We will have a 
few questions to put to you but before doing so may I 
present the Commissioners. Their names are all before them. 
Mrs. Plumtre , if you are speaking to us, I would be 
very grateful if you would tell us a little more about 
the Consumers Association of which I am not very familiar. 


I have read what you have stated here. Stand or 
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not aS you please. Most people don't I may say. 

MRS. PLUMTRE : Certainly, Mr. Chairman, and I 
would like to begin by thanking you for this opportunity 
to appear before you on behalf of our Association. The 
Consumers Association now is 16 years old, having been 
Started before the War as an outgrowth, more or less, 
with the support of the National Womens Organizatior as 
the Wartime Prices and Trade Board ceased to operate and 
the work that women had done to help the consumer branch 
had interested women in consumer problems of the day and 
it was felt by the Women's National Organization this 

could be of benefit, so this was established as a womans 
organization and continued to be such until 1960 when we 
became incorporated and acquired a new constitution which 
opened the membership to all Canadians, so at the moment 
we are an association of consumers and we hope we rep- 
resent certainly a large proportion of consumers. Our 
individual membership is now running about 20,000 people. 

In addition to the individual membership, we 
have what is known as group membership and this is a 
membership that is open to any rural group who pays us 
a nominal fee of $5.00 a year to get copies of our mag- 
azine “The Canadian Consumer and they also channel back 
to us consumer problems that they are interested in. 

This, as I say, membership is limited to rural 
groups but this gives a very good contact with the rural 
consumers, We have nearly 500 of these groups. 

In addition to that we have what is known as 
an associate membership for national organization, and 


we have at the moment 17 national organizations which pay 
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ation at all levels, if they operate at all levels: 
national, provincial and local so altogether through these 
different strata we can reach really a great number of 
Canadian people. 

We have a copy of the constitution. Basically 
of course the aim of the organization is to try and 
raise the standard of living of Canadian consumers. To 
educate consumers to be better buyers and in that regard 
we not only have meetings and programmes and such, but 
we publish a magazine six times a year which now publishes 
the results of tests on consumer products as well as 
articles of general interest to consumers. 

Then, in addition, we do like to think we 
speak for the consumers, certainly for a number of con- 
sumers when we make representations such as this. 

THE CHAIRMAN: Thank you Mrs. Plumtre . You 
spoke about the different strata by which you are organ- 
ized. Do you have a provincial group or branch? 

MRS. PLUMTRE : Yes. We have a provincial group 
in every province. 

THE CHAIRMAN: Not incorporated? 

MRS. PLUMTRE : No. The national organization 
is incorporated with provincial branches of the national 
organization. The president of our provincial branch 
sits on our Board of Directors. Then, in addition, we 
have about 80 branches, local branches all across the 


country. 


THE CHAIRMAN: When you come to make a submission, 
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body I would guess? 

MRS. PLUMTRE': After consultation with prov- 
incial groups, this part -- when we decided we would make 
a presentation before your Commission, a draft was drawn 
up at national level. This was then circulated to the 
provincial people, and this was some months ago and they 
are invited to send us any comments, which they did and 
this was brought back and discussed at the national level 
and it was then we decided to send out a sample question- 
naire and that was distributed not to -- it was distrib- 
uted on a basis of trying to get answers from where we 
thought would be the most active groups as well as some 
non-members. We asked them to try to get people who were 
not members, necessarily trying to get a more representative 
opinion, so then when they came back, then the final 
draft was drawn up after discussion with the groups’ 
national executive. 

THE CHAIRMAN: We will discuss the questiomaire 
a little later, I think, when we come down to it. We 
are very grateful to you for having drawn attention to 
that, I might say. Do you have a stated policy with 
regard to taxation? Have you at any time said we are 
against one form of taxation or we favour another form? 
Many organizations have taken or laid down a policy which 
they consider to be pillars, and they adhere to this 
as closely as they can. I was wondering whether your 


organization has ever done that. 


MRS, PLUMTRE ; I think this is the first time 
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1| we have really sat down and given taxation a major con- 
2| sideration. We have from time to time asked Government 
3| for certain measures regarding certain taxes. We have 

4| asked for taxes to be taken off. When the sales tax was 
5] put on in Ontario, we asked, through our Ontario organ- 


6| ization, that it not be put on food and children's 


7| clothing. We have also asked taxation be not discrimin- 
8| atory with regard to margarine. We feel at the moment 
9] it is discriminatory. We have done certain things like 
10| that but not a major policy, I don't think, on the overall 
11] aspect of taxation. 

12 THE CHAIRMAN: You have never said you are 

13| for sales tax and against income tax or vice versa? 

14 MRS. PLUMTRE ; No, not to my knowledge. | 

15 THE CHAIRMAN: I think, if it is suitable to 

16|| you, would Dr. English care to make a statement to us? 

17] It is Dr. English? Am I correct? 


18 DR. ENGLISH: Yes, that is right. 


19 THE CHAIRMAN: Before we start asking questions? 
20 DR. ENGLISH: I have just about two sentences 


21) which I might stress are by way of noting the fact [I 
might appear to the Commissioners to be an economist in 
disguise as a consumer, I think in these circumstances 
it should be as well to emphasize the role consumer 
rather than economists for the very good reason that as 
an economist I am not a specialist on taxation. 

THE CHAIRMAN: You are a consumer. 

DR. ENGLISH: I am a specialist on consumption, 
yes. That is really all I wanted to say. I don't want 


to misrepresent myself as a specialist on taxation. Almos 
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THE CHAIRMAN: Of course, we are very much 
interested in the effects of taxation and in that regard 
I find myself pretty well hand in hand with the economists 

COMMISSIONER PERRY: Dr. English we all will 
be having something to say about this brief, I have no 
doubt. I find that the first few sections state what 
seem to be almost accepted truths of economics and public 
finance now, that there are certain economic objectives, 
the attainment of which can be assisted or retarded throug 
fiscal policy. 

I notice that you do come down fairly strongly 
though on the side of the use of taxation rather than 
expenditure for the attainment of most of these objectives 
I think on the ground of the greater flexibility of 
taxation. Am I right in that, and if so, would you care 
to explain? 

DR. ENGLISH: I think possibly it is partly be- 
cause we are dealing with a brief to the Royal Commission 
on Taxation rather than on expenditures that the emphasis 
may be that way but going beyond that, I would agree that 
because of the greater flexibility of taxation, especially 
in the matter of policy affecting stability and growth, 
we would tend to favour -- I would tend to favour the 
emphasis on taxation measures in that brief. 

COMMISSIONER PERRY: Would this be because it 
is a more flexible and easily adopted element, susceptible 


to quicker change than expenditures? 


DR. ENGLISH: In large part I think that would 
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1| be the reason I would give. 

COMMISSIONER PERRY: Given this then, it is 
all the more important that we have answers to the 
various questions which you raise? 

THE CHAIRMAN: Before you get away from the firs 
part -- 

COMMISSIONER WALLS: I want to go to Page 2. 

THE CHAIRMAN: I want to deal with this matter 
-* stability of taxes which I think is the point Mr. 

Perry raised and I think is a very important point. I 

have been curious as to how one uses taxes successfully 

as an economic stabilizer. .They do not seem to move very 
readily. JI observe that once a country adopts investment 
allowances it is pretty hard to withdraw them and per- 
sonally I think stabilizers have to go both ways easily to |be 
of much use. Am I not correct? 

DR. ENGLISH: Yes, cnasda! My own inclination 
in this area is to place more emphasis upon the general 
role of taxation in questions of stabilization and when 
it comes to the motionfor investment, particularly to 
look for a combination of policies to permit sound in- 
vestments. It's the general role of taxes I would emphasize, 
I think, in this area. 

COMMISSIONER PERRY: Looking in terms of the 
net contribution to deduction through the deposit or 
surplus function, with taxation being the element which 
is most adjustable in creating either that deposit or 
surplus? 

DR. ENGLISH: Yes. 


COMMISSIONER WALLS: On Page 2 you state: "The 
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private economy is sometimes insufficiently competitive 
and private enterprise in these circumstances is not 
compelled by competition to supply goods and services 

at the quality and price which competition would ensure. 
Government ownership or control of public utilities and 
control of restricted business practices can be explained 
by this factor." 

Dr. English do you recognize that this is the 
reason for Governments’ takeover of utilities rather than 
tax gains? 

DR. ENGLISH: I think taking the long sweep 
of history that this would have been a basic motivating 
factor. There have been not only in this country but 
in the United States I would say a strong pressure against 
the practice of private utilities during the last century, 
for example, and that this is generally political pressure 
which has contributed a great deal to the policy of reg- 
ulating public utilities and sometimes taking them over. 

I think the choice between taking them over and regulating 
them may have been more often for or on tax grounds, 
though I am certainly not an expert on that point but 

I would feel there are much more political reasons involve 
in the act of deciding to regulate a quasi monopoly. 

THE CHAIRMAN: You are simply saying where there 
isn't a fairly competitive market Government must regulate 
are you not? 

DR. ENGLISH: Yes, or I even would take the 
word "must" out of there. That society demands that they 
do. Whether an individual economist would say must or 


not is really quite a matter of indifference. It has happ 
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ened that way. 

COMMISSIONER PERRY: Putting it another way: 
there weren't any taxes at all when Adam Beck started 
the Ontario Hydro, 

DR. ENGLISH: A good point. 

COMMISSIONER WALLS: The only point I bring this 
up for is in previous representations in regard to this, 
they have always dealt with the fact that it was primarily 
because of tax advantages. 

DR. ENGLISH: I don't think I would agree with 
that proposition. 

COMMISSIONER PERRY: Then I gather that your 
thesis is that if taxes are to be, always remembering 
that you are addressing yourself to a Taxation Commission, | bu 
taxes are to be the flexible element of the fiscal appar- 
atus, it becomes all the more important that the objective 
that are being served should be explained and, therefore, 
all the more important that Government financing pre- 
sented in a more understandable way and really the exercis 
you have gone through I find is quite interesting. 

In fact it followed very closely, I think, a 
form of presentation of the kind of thinking that was 
in the mind of one of last week's witnesses, Mr. Anderson, 
President of North Amercian Life whose own thinking was 
that he looks at the direct taxes and the social welfare 
programme as being very much all one piece, all part of 
an apparatus for redistribution and the indirect taxes 
as sort of a basic structure of Governments revenue for 
paying for the normal function of Government. 


That is not quite the thesis that you are 
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developing here, but it is almost.that 

THE CHAIRMAN: I thought it was the opposite. 

DR. ENGLISH: I would have to think about that 
one for quite a while. Insofar as this kind of idea 
represents the type of expenditure activity and taxation 
activity, to make sure they don't run counter to one another, 
I certainly go along with that. I think this is a 
very easy position to take but I think it is a very im- 
portant one and one that is not always recognized, never- 
theless. 

On the question of what role indirect taxes 
should play, I think there are important changes in the 
attitude towards direct taxes, especially in regard to 
the potential regressiveness of them, and this kind of 
thing, but I don't think I care to generalize about the 
role they should play. 

COMMISSIONER PERRY: Were you attempting to 
develop such a parallelism here or was it something you 
were grouping expenditures and revenue under, what 
seemed téi be logical brackets, looking at the table on 
Page 9. 

DR. ENGLISH: Yes in that sense I thought it 
would be useful to recognize, in presenting the pattern 
of expenditure and taxes to the public, it would be 
useful to reflect the basic purpose of expenditures 
and the relationship of tax source to this. Now I 
don't have any special brief for the form we 
have used here. It merely suggested or it seemed to me 
to be one way of approaching this. I wouldn't say that 


the ConsumersAssociation are even arguing too strongly 
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for this particular approach but we do feel that this 
kind of relating of the two processes is very important 
for an individual consumer to get a better idea of what 
is coming out of taxes. 

COMMISSIONER PERRY: The discouraging thing 
of course is there is a great wealth of material availabl 
from which this sort of breakdown could be developed 
and yet it is very seldom presented in an understandable 
way. 

DR. ENGLISH: I think this is the point. If 
the Government, in its budget presentation and in any 
other public statement upon economic policy were to 
adopt persuasive forms of presentation, then people 
would be -~ I would think people would be in a much 
better position to judge the performance of Government 
and they might well find it easier to get political 
support. I am not an expert on politics. I would try to 
use this technique myself, in those circumstances. 

THE CHAIRMAN: I thought I had observed that 
you relate redistribution and payments and consumption 
taxes. Is that not right? I can't find iv new: 

DR. ENGLISH: No, in the table it's income 
taxes that are opposite to distribution payments. 

THE CHAIRMAN: I see that they are all in the 
table. 

COMMISSIONER PERRY: You would have to develop 
gome sort of thesis understandable in a continuing 
sort of presentation, wouldn't you? 

DR. ENGLISH: I am very much afraid it would 


take a great deal more work than is represented by this 
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table; work on the corporate income tax where the debate 
has, so far as I am aware, not been settled yet as to 
just what the effect corporate taxes have. 

COMMISSIONER PERRY: It certainly has not been 
settled before this Commission. 

DR. ENGLISH: Therefore, I think for us to 
relate the whole table to public investment activity 
would be quite misleading, without more care. 

THE CHAIRMAN: Mr. Anderson included the tax 
on undistributed corporate income with personal taxes. 

COMMISSIONER PERRY: So then you go on from 
that and in the same theme argue that the individual 
taxes should be more clearly identified, more familiar 
and better known, more understandable to the consumer, 
This is a popular thesis. We have had it advanced several 
times. I always wonder a little bit whether it »1s just 
designed to keep the consumer in a constant state of 
irritation or whether the real purpose is to give him an 


intelligent idea of how much Government is costing him. 
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COMMISSIONER PERRY: It tsithe latter that 
may require a good deal more than the presentation of 
these very broad aggregates to give him much of an indication 
of what he is paying in tax. 

DR. ENGLISH: I would have to agree it would 
take a long time to achieve the understanding of the averag 
person on these matters. It seems the efforts that 
have been made to date have been made in academic context 
of economists and others thatidon'tireach theipublie. If 
it were done in public statements through Government 
policies there would be some hope, at even election schon 
there would be some hope of getting to more people 
with these reasonable relationships. 

Inethe case of identification of tax, particularl 
the point we are making here is that some taxes are 
identifiable inevitably and, therefore, it seems reason- 
able to assume that this practice be followed more un- 
iformly as far as possible so people know whether they 
like income tax better than the kind of sales, , excise 
tax they are paying, some of which is hidden, some of 
which isn't. I would think that the initial effort 
should be made in sales area through identifying: the rate |of 
tax that is involved, anyhow, at Federal level, man- 
ufacturers sales tax at the retail level on the tag 
Somewhere. This wouldn't necessarily require that one 
have the exact amount of tax, but at least, the rates. 

THE CHAIRMAN: I am not sure I am with you at 
all on the desirability of trying to apply in the main 
consumption taxes and income taxes against the services 


that one might assign to them, which as I say is Mr. 
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Andcrson's thesis too. It seems to me that the serviced 
provide’ different benefits to differant 

kinds of taxpayers, and ifethat is true 
one tax payer will get something entirely different out 
of oreform of taxation than another tax payer will. Wha 
I have in mind is the tax payer in a low bracket. He 
is probably on the receiving end of our distribution 
payments instead of income tax. Where he is in the 
high bracket it is exactly the opposite. It seems to 
me you must set two kinds of taxes so that the benefits 
which are being received through taxation are :équal) the benefits 
are not insignificant, and which I think people are be- 
ginning to understand a little better now. I am seeing 
more written on the subject now. I do it myself, I 
must say. 

DR. ENGLISH: I think there is a beginning of 
interest, there. In the past most public discussion, 
certainly at the political level has *:tended to ignore 
or try to play down the income redistribution effects 
of taxes. 

THE CHAIRMAN: It is not a popular political 
subject. 

DR. ENGLISH: Although I can't understand that 
because the majority are low income people. I am afraid 
that the reason it is not popular politically may have 
something to do with the kind of educational influence 
that people experience, dare I say it, through the 
press eficeteratcra. The press doesn't represent views 
on taxation always that are really the views that 


interestithe majority. This isn't surprising. This kind 
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of education most people get isn't a broad one relating 
particularly to their individual interests. 

THE CHAIRMAN: So you are urging that we pro- 
duce something useful to that end? 

DR. ENGLISH: Yes, 

COMMISSIONER WALLS: Intiat line where you are 
recommending that tax should be visual to the consumer, 
and particularly that it should be, ana dealing with 
consumption tax, at the retail price and shown} separately 
on the price tag, don't you think, Dr. English, that 
would only let you know what you are paying on that 
particular item for part of the cost of Government and 

how much of 
in no way lets you — ubAt the total slice of the 
consumption income eee of Government, All that you 
would know really is what you are paying on that partic- 
ular product towards the Government or towards part of 
the Government. It would give the consumer no overall 
opinion as to what overall he is paying towards the 
overall cost of government. 

DR. ENGLISH: I would be in favour of both 
efforts. One would involve identifying, just for 
example identifying the fact that in the given price of 
a given unit of commodity there is not only the 3 per 
cent or 6 per cent provincial tax but also 11 per cent 


federal tax. It just doesn't seem reasonable the 


consumer doesn't know that if it is relative to him. 


COMMISSIONER WALLS: If he knows he is paying, 
let us say, 5 per cent and tanothep. 3 per cent, “gfowe' were 


carryingntt forward it would possibly be 8, equivalent 
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of ll per cent of the manufacturers, if he knows he is 
paying a total of 13 per cent it will doesn't give him 

any guide, does it, as to how much government is costing 
him as an individual or his money, as he is paying it 

to government, is being spent wisely. I don't see it give 
the individual any information that is not available 

to him to-day. 

DR. ENGLISH: I think it would be informing 
the individual consumer that there is a tax on a par- 
ticular commodity and if he has an opinion like many 
of our consumers who answered the questionnaire do, con- 
cerning the rates of taxes on different consumer products 
then he would have a basis for judging whether he would 
prefer to see that one classified at a lower tax level. 
If he merely sees there is a 3 per cent or 6 per cent 
tax on it he may feel it is already classified at the 
lower level. 

COMMISSIONER WALLS: Don't you think if he is 
truly interested in what Government is costing him he 
already knows he has to pay 11 per cent manufacturers 
tax? 

DRe ENGLISH: 1f We Ls antveresved yes .r i 
think we could arouse more interest with more information. 
I would agree, however, with your other statement we 
should have something more than this. We do need to 
look at the taxation situation in relationship of sales 
tax on consumer products. 

THE CHAIRMAN: Staying with Mr. Wall's point 


for a moment, you would then, I presume, believe that 
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all sales taxes should be placed at the consumer level 
as is the provincial tax now because it is the only 
way it could be brought to light, I would think. 

DR. ENGLISH: Wouldn't it be possible to identif 
the fact that this commodity has 11 per cent tax on 
EE? 

THE CHAIRMAN: I think not because if one did 
that it would disctose:what the markups would be all 
the way through the piece and the merchants wouldn't go 
for that at all. They would resist that. Furthermore 
it would be virtually impossible to do wituethne 
two levels of distribution, the different markups, it 
would be very hard to identify the 11 per cent. As you 
probably are aware that 1) per cent comes out at varying 
rates to the consumer depending what has occurred be- 
tween the manufacturereandtthe retailer. 

DR. ENGLISH: Yes, I was going to simplify that 
by identifying simply the fact there is a federal sales 
tax on this commodity of such and such a per cent and 
not indicate what the markup had been based on this, 

THE CHAIRMAN: You might as well hang a sign 
up in the store. 

DR, ENGLISH: For everyone. 

THE CHAIRMAN: And say except for things over 
in that corner of the store everything eise has got 
11 per cent tax somewhere at a lower level within the 
distribution process. 

COMMISSIONER PERRY: I think, Dr. English, 
is) really starting Aquite a long campaign and no doubt 


realizes you could come to the ultdmates position of 
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being mailed a statement on January 5th or something 
Showing you the total of all taxes that you paid during the 
year and receiving this statement and looking at it 

either with anguish or mild curiosity. I am trying to 
visualize what I would do from there on. I don't think 

it would be mucb different from what I am doing now. 

I wouldn't be able to relate it in any way to anything. 

I would have to know what I spent on food the previous 

year wand I haven't the vaguest idea of at the moment. 

COMMISSIONER WALLS: The average is 24 per 
eent of everybody's income. 

COMMISSIONER PERRY: I think mine is higher than 
that. You are really assuming an all-wise and intelligen 
person who can relate this figure which he received to 
quite a few other things in his life. This isa continuin 


programme to which the Consumer Association d6@idadedicat 


itself for quite a long time. 

DR. ENGLISH: Yes, I think so, but I think 
there is a little risk here applying something to an 
extreme position without justification. After all... 

COMMISSIONER PERRY: With respect, no. I 
think someone could work out approximately what I have 
paid in taxes in that period. 

DR. ENGLISH: This could involve tremendous 
administrative costs. 

COMMISSIONER PERRY: I could work it out, Il 
think approximately from the Tax Incidence Study that 
the Tax Foundation has put out, at least close enough 
that the difference wouldn't be very great. 


DR. ENGLISH: I have in mind a much more modest 
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measure to tell the consumer one more thing about taxes 
on the ground that he already knows things about certain 
other taxes and he should be equally informed of all 

the major taxes he pays, just what they are. I wouldn't 
want to stress this point in the brief, certainly not 

in relationship to the more general points we were’ 
talking about earlier, about the way in which government 
would present its expenditure pattern. 

COMMISSIONER WALLS: Following that idea further 
if you are going to show the consumer ...v.. his retail 
tax, and what he pays in hidden taxes or federal sales 
tax, by the same token you would be pretty well obliged 
to say you are paying 22% per cent tariff on this article 
too. 

DR. ENGLISH: Yes, a good idea. The trouble 
with that is tariff is paid sometimes on articles not 
imported. 

COMMISSIONER WALLS: I mean on imported article 

COMMISSIONER PERRY: You do list several ques- 
tions on the effect of the incidence of taxation which 
certainly .ie very much in our minds. I don't know 
whether you would venture any opinion as to answers 
yourself. Of course they fit most neatly in your Summary 
on Page 3. The first one you list is the relative 
effect of a general sales tax versus personal income tax 
on consumer welfare. When you say consumer welfare 
are you thinking there in the broadest sense of the 
effect of the financial operations of government on 
the individual or more narrowly of the effect ofthe 
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DR. ENGLISH: I think... 


COMMISSIONER PERRY: Just what is the significande 


you attach to "consumer welfare"? 

DR. ENGLISH: I think in this context it refers 
particularly to the regressiveness aspect, the pro- 
gressiveness aspect, consumer service -- to put it more 
directly, simply a question of the degree of progressive- 
ness or regressiveness would be the main point involved 
in) this. 

THE CHAIRMAN: Staying with this point a minute 
because that takes us right into the question of exemp- 
tions, I think: Consumer welfare is concerned with 
exemptions, exemptions with regard to sales tax are 
concerned with the vexbent to which articles are deemed t 
necessary. Therefore we exempt certain broad classes be- 
cause we Say.wey are necessary. This gives us some con- 
cern as it is very obvious only in certain quantities 
or up to a certain point food is necessary,.. just to sus- 
tain ourselves, and this doesn't apply to two-thirds 
of what I consume, I suspect, therefore the line is a 
wobbley line and it is extremely difficult to decide 
where one should cut it off. I would think there might 
be a better way of dealing with this whole matter. 
Perhaps it would be through: :ourawelfare payments, some 
kind of family allowance arranged in such a manner that 
gales taxescare refunded t6 families to the extent 
their expenditures are deemed to be in respect of 
the necessities of life. I must say I don't know how 


to do that. Have you thought about any such plan as 


that. 
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DR. ENGLISH: Here I am risking being a judge 
of policy makers, but my impression is that the reason 
why we have both these exeeptioms on tax and welfare 
payments, and why indeed we have such a variety of taxes 
when why if one is so good, whycdon't we use it? It 
is impossible to do it by one means and it is always 
easier to use both means a little bit rather than one 
means a lot. I think that is one of the difficulties 
which I have as a starting point. 

Question 7 affirms me in this, I am not enthus- 
lastic about this particular position and possibly more 
taxation education would alter it. ’ Setting aside 
that basic difficulty I am afraid I haven't got any 
useful comment to make on the technical problem of 
uSing welfare services. My personal inclination is 
the same as yours, is to use expenditure study LHuay. iy 
this effort to ensure that everyone has a minimum stand- 
arg oL Living. 

COMMISSIONER WALLS: Throughout your brief 
you do make certain recommendations with regard to ex- 
emptions, particularly as it deals with sales tax. Follow- 
ing up what Mr. Carter said in regard to welfare 
assistance I see it is recommended by your organization 
as well as others to exempt children's clothing. That, 
of course, applies to all children whether they come 
from wealthy families or rpoor families. Do you not 
think that to-day withiffamily allowances and family exemp 
tionanthromgh to income tax and with welfare looking after 
| that these exceptions are not sufficient to 


people 


cover, that there is any logical reason why children's 
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clothing should be exempt any more than any other 
product? 

DR. ENGLLSH: I think the basic point here is 
Something like the last one I made. People seem to want 
a little bite here and a little bite there. My own in- 
clination as an economist might be to agree completely 
with this proposition provided that I have a chance 
to look at the measures you are going to use on the 
expenditure side, on the distribution side. I think 
that means the fact that certain things are exempt as 
necessities from sales tax the mothers of children feel 
that there is just as good a case for exempting other 
things and it is equality of treatment of items they know 
they must buy as necessities that gives rise to this 
preference. 

COMMISSIONER WALLS: Sometimes it seems to me 
we keep on exempting and the Bill becomes a weak thing. 

For example, we have this one right now with 
regard to building materials which you also advocate 
for examption. When you read your newspapers you will 
see they want exemptions on building materials. In 
other words the materials that go into the building of 
their home should be tax exempt yet they are prepared to 
pay 15 per cent tax on the furniture and household 
appliances that go into the home. I don't see why one 
is not just as important as the other. If one should 


be exempt why should they both not be exempt? 
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DR. ENGLISH: My first point would be that ithe 
‘Consumers Association as such has not recommended the 
exemption of building materials. In fact, I don't think 
in the body of the brief we mention it all except in 
discussion with the budget item in the latter part of 
the brief and in that case.we don't say that we are 
in favour of the exemption on building materials. We 
simply say we wonder why it was done away with at atime 
when there is obviously a need for more investment or 
more expenditure activity. 

COMMISSIONER WALLS: By your questionnaire 
you are expressing the cross-section of opinion of the 
people you represent. 

DR. ENGLISH: Yes. 

COMMISSIONER WALLS: And I was just wondering 
why your thinking would be that one should be exempted 
and the other, that is closely allied to it, not, beyond 
the fact that there has been considerable publicity 
opposing taxes on building materials, and that may have 
been the influence and that is why I say maybe the tail 
wags the dog on these exemptions. 

THE CHAIRMAN: Perhaps the answer to Mr. Walls 
is that consumers are not consistent in their thinking. 

DR. ENGLISH: That is right. 

COMMISSIONER WALLS: We are all consumers. 

DR. ENGLISH: Yes. This is the reason why we 
need more relating of the different items on the tax 
pattern in the process of talking to the public and 
political levels. This is all part of the same problem. 


COMMISSIONER WALLS: There is another follow-up 
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on Page 13 where you make a very important statement 

2) and one that we could get a lot of guidance from your 
organization . and that is that you emphasize that there 
could be a heavier tax on luxuries. Now I Suppose that 
you have got in mind an excise tax that we have at the 
present time which some people interpret as a luxury sales 
tax but our hardest trouble is to define what is a luxury ; 
and if we are going to have various articles carried 

on & graduated scale of tax, which they actually do to-day 
between excise duty, excise taxes and sales taxes, it 
would be a great help if the Consumez Association could 
point a finger to the luxuries on which they would be 
Willing to pay higher taxes. 

THE CHAIRMAN: They would get that finger chop- 
ped off. 

DR. ENGLISH: There is an opinion on this, of 
course, in the survey. 

COMMISSIONER WALLS: In the survey you mention 
about four articles, if I remember right. You mention 
high priced automobiles, 

DR. ENGLISH: And then liquor and cigarettes, 
furs and jewellery. 

COMMISSIONER WALLS: That is right, and you 
would carry it down to those items would you? 

DR. ENGLISH: Well all that we are saying is 
that in the questionnaire about 10 per cent of the people 
replying indicated that these are the items that they 
would like to see classified as luxury. That is all 
We are just reporting on the views of 


we are saying. 


the individuals, not the position of the Association. 
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COMMISSIONER WALLS: But you do Say on Page 
13 that you would tax luxuries at a heavier rate, 

DR. ENGLISH: Yes. 

COMMISSIONER WALLS: Leaving the questionnaire 
aside, if you tax luxuries) it would be a very great help 
to this Commission if you would define what is a luxury, 
We have had fur coats mentioned. A fur coat to somebody 
in a cold climate is not a luxury. Maybe it would be 
in other areas. 

DR. ENGLISH: This could be a matter of a 
difference of opinion. 

THE CHAIRMAN: Many people certainly do not 
believe their products are luxuries. 

DR. ENGLISH: I think this general point about 

distinguishing between types of deluxe cars and other 
cars might be relevant in many lines of commodities. 
I don't know whether a fur coat could ever be considered 
really a necessity now that we are making very warm wool 
coats. I am not going to say this is the position of the 
Association. I am just asking this question about these 
different categories. 

COMMISSIONER WALLS: When does a car start out 
as a high priced car, which is one of the things then? 

DR. ENGLISH: I think the point of division te 
a very crucial one and can never draw a line in a way 
that would satisfy anyone. 

COMMISSIONER WALLS: Of course, you have just 
pointed up the difficulty that is before this Commission, 
We get this type of recommendation quite often but when 


we get down to cases and say what is a luxury on which 
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you would pay more taxes, we run into qiifileulty. 

THE CHAIRMAN: I think these things can be 
achieved during times of emergency, but it seems to me 
it is a very difficult task to pass on to our law makers 
to ask them to distinguish as to which products are 
luxuries which are set aside or designated for higher 
taxes. 

DR. ENGLISH: I think the minimum way of doing 
it -- tax is always related to such an expression of 
opinion as consumers give, and if we had a larger survey 
and received the same kind of answers from them, if you 
give them the opportunity to distinguish between the 
things they would like to see raised a little, then you 
may get an answer to this. It is really an expression of 
Opinion. It's the kind of opinion that ought to be 
relevant to the political leaders. I don't know that 
a Commission intends or thinks it is desirable to make 
its own survey. Ours is a very modest one and it shouldn't 
be the basis of policy recommendations but this is the 
kind of thing that possibly would answer your question. 

COMMISSIONER WALLS: Is it really a question 
of luxury or what the trade will bear? We have a heavier 
tax on matches. I have never heard aiteas complain of 
the fact that there is an excise tax on matches over 
and above a sales tax, so maybe the deciding factor should 
not be what you define as luxuries, but just tax those 
products which can carry the rate. 

DR. ENGLISH: I think the only way that the 
Government can operate, in the absence of a survey or 


some more direct effort to discover this, is by trying 
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them out and getting the reaction to them and this is 
only what they do isn't it? ‘The only thing that tise 
valuable to our presentation in this area is that 
there seems to be a feeling amongst the consumers that 
we represent that there is confusion in differentiating 
the rates of taxes in the sales tax area. if this 
represents all Canadian opinion there are two things you 
can do about it: either recommend they follow this, 

or try to inform the public their opinion is not work- 
able and they ought to take another tax choice. I 
think Government, of course obviously will have to make 
this kind of a decision. 

COMMISSIONER PERRY: Dr. English I wondered 
whether you have any thoughts to contribute on the 
relative incidence of the manufacturers’ sales tax and 
the corporate income tax? You feel this is one of 
the questions that must be answered, and certainly aly, 
must. Do you have any thoughts on the matter yourself? 

DR. ENGLISH: Well there is an implication 
in the latter part of the series of questions here 
that too often the assumption is made that corporate in- 
come tax has a very simple relationship to corporate 
behaviour. As you know much better than I, this is prob- 
ably the biggestipart of the problem, to discover just 
what corporation taxes do, and whether there isn't a 
better way, if they do have an undesirable effect, of 
replacing them by, for example, a capital gains tax, 
some element of capital gains taxation. 

There is a lot of discussion in the academic 


journals these months on this very question as to whethe 
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we cannot get away from corporate taxes which do involve 
a measure of double taxation at times, and whether you 
can in the process also fill a gap, an apparent gap 
in taxation. I think this is something on which I am 
encouraged by the articles I ae been: reading, but 2 
must Say that when people like Richard Musgrave and 
Ralph TUPURY » the people who are experts in this field 
still find some uncertainties in it, I am hesitant to 
pass judgment. I:-think this is one of theaapeas where 
research obviously is of great value, great importanee. 
I know that our Consumers Association questionnaire 
“geemed to feel that it would be important on one hand 
to fill the gap, the so-called gap in taxation rep- 
resented by the lack of capital gains, and the other 
hand that it would be -- they were not clearly carried 
away with the effect of higher corporate income tax. 
Lt's an interesting point for'cconsumer topiniem? I> am 
afraid I am not giving a very satisfactory answer on 
this one, 

COMMISSIONER PERRY: It is quite satisfactory 
imethe wense that this is about (the «same janswerpsor tie 
same state of our own thinking at the present moment. 
This is one of the most baffling problems. 

Your next point deals with the international 
competitive position. Your attention has been focussed 
mainly on the effect of indirect taxation, having in 
mind the extra stimulus you could give by relieving an 
indirect tax on goods that are being exported. It still 


has to be proven as to whether this is a significant 


point or not. 
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DR. ENGLISH: We call attention to the brief 
studied by Dr. Robertson of the Tax Foundation LASGhis 
connection. It certainly does not demonstrate conclusive 
that there is or is not a great effect on our internation 
al competitive position, but I think it does call into 
question the extraordinary emphasis that some people 
give to taxes as a factor in our competitive position 
and speaking now as someone who has worked on the Canadia 
Trade Committee which is interested in these questions, 
the feeling there generally would be other considerations 
play a bigger role in our competitive position: than 
do taxes. 

COMMISSIONER PERRY: What would be your view 
as to the effect of the very marked difference which 
might emerge in. the level of corporate, taxes between 
two countries, Canada and the United States? 

DR. ENGLISH: As a result of tax cuts? 

COMMISSIONER PERRY: Yes. 

DR. ENGLISH: I think it would be important to 
the people buying in the United States but again you 
can over-emphasige, their significance between each of 
our tax levels and this is frequently done, but ithe more 
important case for tax reduction has to do with the 
overall level of activity in both countries rather than 
the relatiné position of one country compared to the 
other. 

THE CHAIRMAN: You don't refer to what, if 


any, inflationary effect sales tax may have on our 


i taxes would have 
economy. I would assume increased sales 


gome effect would they not? Would they tend to diminish 
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demand, which would offset the higher price? 

DR. ENGLISH: They always raise the price, 
of course, automatically and some of the reaction later 
on is the reduction of demand. I am inclinded to use 
the expression "inflation" in this context because it 
Seems to me that inflation, as a phenomena, has more 
to do with general levels of spending but maybe I am 
being too much of an academic jurist on this score. 
I think it is useful, however, to restrict the definition 
of inflation to the effect of raising the general level 
of spending so that it produces pressure on prices. 

THE CHAIRMAN: But id eawed sales gtaxes would 
clearly result in higher prices, I would eae 

DR. ENGLISH: Yes. 

THE CHAIRMAN: That, generally speaking, would 
cause increased demand for higher wages and the effect 
of that would be very much like inflation. 

DR. ENGLISH: Yes, it would depend, of course, 
on what would be accompanying the increase in taxes. 

If there were clear advantages over on the expenditure 
side or a reduction in other taxes, then I think the 
increase in taxes might not produce a demand for higher 
wagess It would certainly produce some increase in 
prices, 

COMMISSIONER PERRY: I suppose we have pretty 
well covered the point that we made on the commodity 
taxes? 

THE CHAIRMAN: Well one point, of course, that 


is recommended here leads to a great many more rates 


of commodity taxes, if one must have varying rates, having 
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regard to the degree of luxury in the commodities. When 
you increase the number of exemptions, you would have a 
more complex form of consumption tax and more difficult 
Matter of administration. Some countries have very com- 
plex consumer taxes, and they look very difficult to 
run. That may be beside the point. You have not, I 
don't believe, dealt with the desirability of taxing 
services which we hear a great deal of and yet it seems 
to me it :comes pretty close to your field. A consumer 
consumes service as well as goods. 

DR. ENGLISH: There doésniteseem to have been 
any interest or any reaction in the questionnaire on 
this question. The National Association I suppose has 
not taken this up. That is something which I would think 
would be very appropriate for the Association to study. 

THE CHAIRMAN: It would be a very significant 
step if that were done. That is why I mentioned it, 
and we have had many recommendations to the effect that 
consumption taxes should be extended to services, and 
then of course we ask ourselves which services; just how 
far we will go. The obvious ones you can think of, 
such as the barber and the hairdresser, and then does 
one extend. it to insurance or bank interest? I don't 
know. Those are broad and difficult questions. 

DR. ENGLISH: We can certainly take it up with 
the Agsociation. 

COMMISSIONER MILNE: I have a question in 
respect to the section of the questionnaire dealing with 
a pattern of deduction and you mention only in one 


instance was there any strong support for a larger ex- 
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emption and to me this seemed a very interesting state- 
ment. If there would only be one strong support of great 
er exemption, there were really two questions I wanted 
to ask about it: in sending out your questionnaire 
you mentioned it went to members and non-members. I 
wonder if any of the non-members included liaison groups 
such as Mrs. Plumtre: mentioned? 

MRS. PLUMTRE_: I am sorry, I cannot tell you 


exactly off hand. I haven't that with me. 


try to have a sample representation through our member- 
Ship. In other words, send it to different parts of 

the country and well, you get to know your branches, 
Por example, which ones will reply and which ones neve a 
ese active group. As you know in womens organizations 
particularly this is important. To what extent we have 
replies from liaison groups, I am sorry I cannot tell 
you. i can easily find out for you, 

COMMISSIONER MILNE: The other part of the 
question related really to whether or not your Agsociatio 
had any views on this particular point. 

DR. ENGLISH: I think possibly there might be 
one misunderstanding here. When I say in only one 
instance, it was only on one type of exemption. I am 
referring to only one type of exemption was there any 
strong support for revision, and this was the exemption 
for children. Quite a few people supported an increased 
exemption for children. Two-thirds of those responding 


supported increasing the exemption on children. 
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THE CHAIRMAN: I was wondering if we might 

not break off about now. We usually break for ten minute 

in the morning. When weccome back it might be helpful 

to take your Stimyey and run down the questionnaire 

item by item and ask you to discuss it under each of 

the headings you come to. This is to me a very interest- 

ing job and I think we should spend a little time on it. 

Perhaps this is the best way to get at it rather than 

to try and cross-reference it ourselves <s to ask you 

to go down and speak to each of the items if you will. 

In the meantime if you agree we will break for ten 


minutes. 
---short recess. 


THE CHAIRMAN: jijeMrs. Plumtre and Dr. English, 
do you think the suggestion I made before we broke 
is a good one, to keep our eye on Appendix B and ask 
questions as we go down Appendix B and ask you to des- 
eribe the results of your survey and we will at the 
same time check it with Appendix A as we go along. 

DR. ENGLISH: Yes. May I make one explanatory 
comment first. If I may give you the numbers of replies, 
I wouldn't vouch for them within one or two, particularly 
in viewd@ the fact that I hade around 115 and only about 
100 that I worked at full time. This was partly 
because of shortage of time. I ran out of time. 

THE CHAIRMAN: 115 replies and you used about 
100? 

COMMISSIONER WALLS: In regard to this 100 


replies you allowed them to give first and second choice, 
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1 didn't you, and third choice? 


2 DR. ENGLISH: In some cases. 
3 THE CHAIRMAN: We will come to that. 
4 COMMISSIONER WALLS: I wanted to know the set 


S| up of answers. When you total the answers you just 

6| come to about 100? 

7 DR. ENGLISH: That is right. 

8 COMMISSIONER WALLS: On what basis did you add 
9] in second choice? 

10 THE CHAIRMAN: I think it varies by questions. 
11|/ If it varies by questions you can't apply it to all. 

12 Dr. English, tas:.we come to gach question, will come to 
13]/ that. Let us start with the first question and if Mr. 
14/| Walls is not satisfied we can come back to his question 
15] afterwards. No. 1 "If government needs to increase 

16] its revenue which of the following taxes should in your 
17 Opinion be raised? Indicate your preference of first, 
second, third, et cetera". What came out of that? 

DR. ENGLISH: In the case of personal ase 
tax, 24 gave it first preference, 10) gave it their 
second preference and 29 gave it third preference. 

THE CHAIRMAN: 29 gave it third? 

DR. ENGLISH: Yes. 

THE CHAIRMAN: As to corporate income tax? 

DR. ENGLISH: 19 for first, 22 second. 

THE CHAIRMAN: 22 second. 

DR. ENGLISH And 13 third. 

THE CHAIRMAN: 13 third. Retail sales tax? 


DR. ENGLISH: 18 first preference; 24 second 
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THE CHAIRMAN: Manufacturers sales tax. 

DR. ENGLISH: 6 first preference; 19 second; 
18 third. 

THE CHAIRMAN: ‘Taxes on property and wealth 
being real estate, capital gains, inheritance et cetera? 

DR. ENGLISH: Yes. 

THE CHAIRMAN: You weren't considering net worth 
tax there because you don't in the questionnaire ex- 
plaim its’ probably Canadians are not familiar with it. 

DR. ENGLISH: No, I am afraid this question 
Should have -- to get maximum results it should have 
been spread out a bit more because there are different 
attitudes about different items in the groupies, 

COMMISSIONER PERRY: I wish you hadn't used the 
word "wealth" there. Everyone is against wealth, even 
the wealthy. 

DR. ENGLISH: Yes. The first preference 29, 
second preference 26. 

THE CHAIRMAN: 26. 

DR. ENGLISH: Third preferences21. I should say 
in other parts of the questionnaire we will come to this 
where they have had an opportunity to express their 
views on what tax they would like to See. added. Capital gain 
gatscbroughtcin sovwécaresnoaylegd asinay on this. 

THE CHAIRMAN: In this category they don't add 
up to 100 so you had a fourth choice or fifth choice? 

DR. ENGLISH: That is right or they didn't 
bother entering anything besides some. 


THE CHAIRMAN: When we come to "other" what 


happened there? Did people write in? 
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Very few wrote in "other" as 


first choice. There were a number of people that had 
"other" for a second choice. I am trying to find the 
evidence. I don't seem to have it with me, I am sorry, 
but I can recall in some cases they mentioned Specific 
luxuries, so-called luxuries. If you like I could get 
some information on that for you. It seemed to me there 
wasn't enough stress on "others" to report it. 

THE CHAIRMAN: I think that is fine. 

COMMISSIONER WALLS: The question now that dis- 
turbs me a little is that when you come to the use of 
Sales tax you have two alternatives. It is quite 
possible: tity. could have had the highest choice of 
all because if somebody puts down a certain answer in! 
regard to retail sales tax they might not have answered 
the manufacturers sales tax. Do you see what I am 
getting at? They are giving the relative merits of 
the various kinds of taxes that should be increased. 
The fact yousplit toné tax in two may very well split 
the votes that went to either one of them? 

DR. ENGLISH: Yes. You mean because it was 
split some people didn't vote for either? 

COMMISSIONER WALLS: That is right. I just won- 
dered if you had any other means of assessing the 
relative weight of overall commodity tax as against in- 
come tax and corporation? 

DR. ENGLISH: In other parts of the question- 
naire we might be able to shed some light on that. 
The conclusion there in relation to the hidden taxation 


question as between retail and sales, I don't think it 
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is affected by the point you raise, given the choice 
between retail and manufacturing sales they chose 
retail because they know about it. 

THE CHAIRMAN: The total of the first, second 
and third choices I think in the first question comes 
to 96 which means that nearly everybody had a first 
choice. And the second comes to 101 so everybody had 
a second choice and third comes to 84 so they didn't keep 
on going. 

DR. ENGLISH: Some didn't feel strong enough 
about it. 

THE CHAIRMAN: I would think that my total 
would validate what you are saying. 

DR. ENGLISH: Comments -- did you want me to 
Say anything: As you can imagine the comments spread 
over the whole spectrum of opinion which is very hard 
to try and Bummarizé, but in the, case sof Caxeseijwill jer. 
On the personal income tax there seems to have been a 
difference of opinion, a very sharp difference of opinion 
because there is a lot of first choices and third choices 
and not very many second. I think the people who were in favov 
of the use of personal income tax, more often than not, 
were concerned about its equity, were impressed with its 
equity. This comes not only with this question, but 
in other parts of thepaper as well where personal 
income tax becomes involved and in one or two cases 
they mention specifically it wasn't hidden, they knew 
about it. I wouldn't say this was the only reason but 


this was mentioned as a reason for supporting personal 


income tax. 
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COMMISSIONER WALLS: I would like to go back 
to the question we were discussing before because I 
have done a little bit of mathematics. While you have 
100 questionnaires and whereas in most cases as the Chair 
Gan hasistatedtyour fbrst choices were up abo¥é 9Orpernten 
wnen it comes to retail sales tax your total of the 
first, second and third choices only total 65. When it 
comes to manufacturers sales tax your first, second 
and third choices comes to 37 so that you have 43. 

THE CHAIRMAN: 43 and 45 is retail. 

COMMISSIONER WALLS: 18, 24, 13,55 and 6, 19, 
18, 42. Between these two you now have 97. That is 
what I was getting at. When you come to sales tax your 
vote was split which really didn't give you the overall 
opinion of how sales tax was weighted in proportion to 
other taxes. 

DR. ENGLISH: It would. You have the privilege 
of adding them together. We don't claim in the question- 
naire that people were against sales tax. We merely 
suggested these replies do indicate that at first choice 
more people were interested in tac tax on capital gains 
and the like than they were on the others. Even if 
you add the sales tax up you don't get as many as 
chose capital gains and similar tax. 

THE CHAIRMAN: You get more than you do for 
income tax if we weight first, second and third choice, 
3,2,1, something of that kind, we would get a higher 
score for the combined sales tax than we would for 
personal income tax. I am not sure if that would be 


a fair way to wedghtthem but it certainly is one approach 
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1] to it. i 
2 DR. ENGLISH: I ‘lalidyhowever, that even 


3 though this could be done thay the impression that 

4 the questions and answers give, and this sometimes is 

5 in the comments rather than in the voting, indicates 
6] a clear distaste for the manufacturers sales tax and 

7 iathink “Chis point is not af feated: -- it is proven 

8] by the answers I tavé: just given on that question. 

9| Whether the sales tax is preferred over income tax or 

10/ not I agree is not clearly demonstrated in these answers. 
11 COMMISSIONER WALLS: I have one other question, 
12 Did you give them anything preparatory on different types 
13 of sales tax so that they had a basis of deciding be- 

14 tween manufacturers or retail or any other type of 

15} tax at all? Has there been any discussion within your 
16 organization as to relative merits? 

i MRS. PLUM@RE: May I answer. At the National 

18 level we have had discussions, this is cross-country, 

19 but this questionnaire where we sent for individual 

20 answers there was no previous information given at all. 
21 On this particular point I think BY the discussions 

22 that we hadc, and it was quite interesting, from the 

23 people taking partt—i7 on the people taking part in the 
24 discussion there was a very definite distaste for the 
Piss manufacturers tax because they don't know what they 
26|| are paying. This was one thing that seemed to come out 
27 in all the discussions. People don't understand why 
28 they are paying taxes, how they are paying taxes. They 
29 are much more willing to accept taxes. The individual 


30 weraieda had absolutely no discussion at all. I think 
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that sort of bears dt: outa tgain. 


THE CHAIRMAN: Distaste for the manufacturers 


tax? 

MRS. PLUMTRE: They realize that they don't 
know -- one thing that came up, for example, in one dis- 
cussion they were asked what grodtiets bear owethe 


manufacturers tax. One of our executives. a chartered 
accountant Said it is a very difficult question to answer 
because it changes with Orders-in-council and people 
don't know and sometimes an individual consumer will 

come up against a bill -- he may have had some printing 
done and get a bill which says 11 per cent sales tax. 

He may never have known there iwas a federal sales tax 
and he says why do I have to pay that. When people don't 
know about a tax they object to it. They like to know. 
They are coming to realize itiaccumulates because it 

is put on at the manufacturers level and it accumulates 
other taxes as it goes up. This we found was one thing 
that wasn't generally liked. 

THE CHAIRMAN: They resent what is called 
pyramiding. 

MRS. PLUMIRE: Pardon? 

THE CHAIRMAN: They otene what is commonly 
called pyramiding? 

MRS. PLUMTRE: That is right. 

THE CHAIRMAN: To whom was this survey 
addressed, to your members I think you said. Did you 
just choose certain members? 

MRS. PLUMTRE: We chose certain branches. We 


certainly sent itowedll our directors and all our officers 
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anybody who was a chairman of a committee. Anyone who 
acted in the organization we felt should take part in 
forming our policy. We then sent a number to our branche 
and said would you please have ten members fill this in, 
and give 2 to each member and ask them to get someone 
who is not a member to fill this in. In other words, 
perhaps we are vain, but we feel we are a little better 
informed than other consumers and we are trying to 

get some comment outside our organization but the basic 
central core of the questionnaire returns, I would say, 
did come in from people who were active right across 
the country either on committees or provincial branches 
or presidents of local branches. 

THE CHAIRMAN: These are the professional people 
or people who would be pretty well informed on the 
matters? 

MRS. PLUMTRE: I wouldn't use the word "pro- 
fessional". Ours is a completely voluntary organization 
and the people who are our presidents of branches are 
just housewives, ,as oe we like to think they are 
people who have an dngerast in what is going on around 
them but I don't think we could say they were profession- 
al consumers. 

COMMISSIONER WALLS: I notice you say half of 
those replying had taken courses in economics. 

MRS. PLUMBRE: We asked them ,to try and find 
out what kind of people they were. 

DR. ENGLISH: I think in that respect I was 
I think that some of the courses were fairly 


surprised. 


limited and I don't know whether they really meant 
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university courses. Having taught an elementary course 
in economics I am not sure they would make all that much 
progress on the subject of taxation as the result of 

one course. 

THE CHAIRMAN: I suspect some of these might 
be household economics. 

MRS. PLUMTRE: That might be all right. 

DR. ENGLISH: That might be all right. The poin 
perhaps I should mention at this stage is that attached 
to the questionnaire we sent out was a sheet addressed 
to the people who were answering it. I didn't include 
this in the appendix because some of it was purely a 
matter of administratig@ function. I will read the 
first little a ease oe show you what instructions we 
gave them in this connection: 

"Following receipt of comments on the 

Graft of the Tax brief from some directors 

and various branches of the ASsociation 

the Executive has discussed the draft 

and decided that before it is put in 

final form it would be useful to circulate 

to Directors and some branches an 

questionnaire concerning the views of 

members on a number of taxation questions. 

This decision has been encouraged by the 

receipt of a letter from the research 

director of the Royal Commission requesting 

our opinions on several specific ques- 

tions. it is emphasized that what we 


want are the thoughtful opinions of 
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"consumers, We don't expect branches or 
individuals to do any reading or research 
before completing the questionnaire." 

In other words we were anxious to get as much 
as we could of a cross-section of consumers rather thab 
giving further self-instruction. 

THE CHAIRMAN: Withberegdrd to item No. 5 did 
you indicate how many of the 29 first choiceswould be 
thinking of capital gain tax. You said you believed 
some of those were, 

DR. ENGLISH: I think the more exact answer 
to that is in another part. of the questionnaire where 
they are asked to suggest taxes whichcwould replace 
taxes that they asked us to eliminate. There were 
8 preferences for capital gains as opposed to 13 
preferencémforluxuries, and 10 per cent for personal income. 
Lt wasn't a very strong preference in that case, but 
I believe it keeps. coming up in differéent-parts or the 
questionnaire. Specifically I could give you a more 
accurate answer to that by mail, if you wish. 

THE CHAIRMAN: We would sir thank you very much. 

COMMISSIONER GRANT: In your replies did you 
get fairly wide coverage? Did you get replies from all 
provinces? 

DR. ENGLISH! Yes, certainly from most. The 
provinces from which replies are coming are stated in 
sending them along to me and I had the impression 
they came from just about every province. 

COMMISSIONER GRANT: Would you express an 


opinion .. yourself as to how indicative this survey is 
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ef; public opinion? 

DR. ENGLISH: Well, it is fairly difficult 
to do. I think that there is probably a greater in- 
terest in taxation questions on the part of the people 
replying than there would be in the general public. This 
is quite likely because so many of them are members of 
the Consumers Association and undoubtedly they have: more 
interest in these matters than a lot of other people 
would have. 

I also felt itreflected the state of knowledge 
in a fairly general way because there was a tremendous 
variety of knowledge reflected in these replies and on 
the whole there is an indication of a great deal more 
need for information. I would take this as a pretty good 
cross-section. 

COMMISSIONER GRANT: Do you think you would 
have had any more accurate expression of opinion than 
that if you had sent B,000 qestionairepout and got 1,500 
replies back, 3,000 questionnaires out and 1,500 back? 

DR. ENGLISH: That is a very difficult question. 
I believe if one were able to conduct a completely 
random sample, to take the usual precautions about Sampling 
youmght have a somewhat more accurate reflection of 
the general public's point of view. We weren't looking 
for the general public's point of view, in a sense, 
although we think we came close to it. I would feel that 
it is a pretty accurate reflection of what you would 
get from the people more generally, though you might get 
a slightly higher incidence from a general public survey 


of disinterest, unwillingness to answer very much of 
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THE CHAIRMAN: A high degrees of accuracy 
in statistical sampling would be accomplished with 400 
but I would have thought that if it were a cross-section 
it would be fairly representative. Of course, Ll am 


very dubious thats: 


Sapte) 


the people to whom you addressed 


this aa fair cross-section. It is a fair cross-section 


of the kind of people that you chose. 

DR. ENGLISH: Yes, and it comes fairly close 
to my own impression of what public opinion would be, 
although I am always shocked by the fact that public 
opinion is not as well informed as one always hopes and 
by, I think, the remarkable conservatism on some matters 
oft, public Opinion. You always feel that people will 
be more interested in what one thinks of as the lower 
income, group attitudes than they are. 

COMMISSIONER WALLS: I just have one other 
question in regard to the questionnaire in general, and 
that is did you, perchance, get the ages of the people 
that replied? Of course there are some questions later 
on, and I will deal with that later on. I think age 
would affect the type of answers given. 

THE CHAIRMAN: I don't think they asked for any 
more than is in the questionnaire. 

DR. ENGLISH: No. The whole questionnaire is 


here. 


COMMISSIONER WALLS: I will deal with this 
later on. 

DR. ENGLISH: I think that is a very important 
point. It was reflected in the answers, quite definitely 


COMMISSIONER BEAUVAIS: Would you remember how 
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Many answers you had favouring an increase in estate 
taxes? 
| DR. ENGLISH: There were practically none. 

COMMISSIONER BEAUVAIS: Practically none? 

DR. ENGLISH: No. 

COMMISSIONER BEAUVAIS: That is very important 
because it is grouped with capital gains. 

DR. ENGLISH: Yes. I would say that in specifying 
the kind of tax on property that they would like, capital 
gains got by far the most mention. 

THE CHAIRMAN: Inheritance tax is the least? 

DR. ENGLISH: I don't know, unless property 
taxes, real estate property taxes has got much more. 

I can check this again. I don't recall they aroused 
much interest at all. 

THE CHAIRMAN: I would appreciate you mailing 
in any information that you have on that. 

COMMISSIONER GRANT: With reference to the fourt 
part of the first question and the pronounced opposition 
to the manufacturers! sales tax, did you draw any con- 
clusion, Dr. English, as to if that pronounced opposition 
to the manufacturers'sales tax implies a support for 
the retail sales tax with a view to raising some money 
that is now being raised under the manufacturers sales 
tax? 

DR. ENGLISH: I think that the answersas 
given reflected pretty well the position that people 
wanted to give on this. It seemed to me that three 
times as many people wanted retail sales tax as the 


manufacturers. This indicates at least a good many 
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people would be happy to see the shift from one 
category to the other. I would say there are other 
people who don't want any sales tax and they indicate 
their preference for other forms of substitution. 

COMMISSIONER GRANT: It is not conclusive, 
in any event? 

DR. ENGLISH: It is not a simple case of trans- 
ferring from manufacturers to retail. 

THE CHAIRMAN: It is conclusive to the point 
that people who favour a sales tax in the ma jority 
favour retail as against manufacturers? 

DR. ENGLISH: That is right. I think it is 
also true to say that if you add the two sales taxes -- 

COMMISSIONER GRANT: Just a moment on that. How 
can you draw that conclusion when they have five choices 
of raising money for revenue purposes and you don't 
know which way each person is voting? How do you know 
the person that is against the manufacturers’ sales tax 
is not in favour of increasing the personal income tax? 

DR. ENGLISH: We don't. I am sorry if I gave 
the wrong impression. The points I think that are justified, 
on the basis of the tally of these answers, taking 
even the first and second choices there are 25 people 
who favour manufacturers’ sales taxes and 42 retail sales 
tax. The first choice proportion is even higher. How- 
ever, there are 24 plus 19 -- 43 plus 29, over 70 people 
who prefer other taxes as first choice to the retail 
or manufacturers tax. Now Mr. Walls mentioned this 
may be because in some cases they weren't given a choice 


of having a sales tax per se as the overall category but 
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even then I think the evidence is pretty strong that 
there are a lot of people who do not want sales taxes 
at all relative to other taxes. 


The evidence is also trong enough people did wan 


“Qe 


it so that a retail sales tax as a justification for 
continuing it -- I don't think you can say that there 
is any one tax that gets the nod in this picture. 

COMMISSIONER GRANT: As I read this survey, 

25 people in the first and second grouping of 4 are 
against the manufacturers’ sales tax or they are against 
raising the manufacturers’ sales tax which is really the 
question. 

DR. ENGLISH: That is right. 

COMMISSIONER GRANT: They are not being asked 
under 1 as to whether they favour taxes or not. They 
are being asked whether the tax should be raised? 

DR. ENGLISH: Yes. | 

COMMISSIONER GRANT: They are against raising 
the taxes but 42, taking the first and second, are in 
favour of raising the retail sales tax? 

DR. ENGLISH: Yes. 

COMMISSIONER GRANT: Therefore, you have a 
difference of 17 people in those two, and you may find 
that that 17 have their preference split among one, two 
and five? 

COMMLSSLONER PERRY: I have another way of 
looking at this. I regard the second and third chogce 
negativepvotes really. I add up the second and third 
chotcel tn each category. They always exceed the first 


choice. Therefore, I come to the conclusion that no one 
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is in favour of anything. 

Re ENGLISH: Yes. 

THE CHAIRMAN: It is pretty obvious nobody likes 
taxes. 

DR. ENGLISH: That is why we ated the question 
in terms of raising taxes rather than a other way. I 
think it is very important that you have to face up to 
that fact. The only thing obviously you can get out of 
it is the indication of direction, I think. 

COMMISSIONER PERRY: It tells you to what people 
are the least Gpposedd at any rate. 

THE CHAIRMAN: That is all that has been asked 
ror. 

COMMISSIONER PERRY: There is sort of a basic 
bias against questionnaires anyway so in most cases 
they inevitably reflect the views of the more inteEligent 
group of the population. The group who are interested, 
are not intelligent enough to fill in the questionnaire. 

DR. ENGLISH: Yes, but insofar as general public 
opinion is concerned, assuming that other people are in- 
different, probably this is the group that is pretty 
important to know about. 

COMMISSIONER PERRY: Yes. These are likely the 
opinion holders. 

THE CHAIRMAN: Shall we move on. Let's have 
the score on two. 

DR. ENGLISH: This is very simple. (a) Do 
sales taxes affect your decisions to purchase goods 


and services? 62 no. 39 yes. 


If so, at what times and on which goods and 
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Services? The answer there was in all cases I think 
it is true to say luxury goods or expensive goods or larg 
items. This kind of answer. In a few cases they mention 
it would delay their purchases which I think is a more 
accurate statement. An interesting thing throughout the 
questionnaire, some are biased, everybody mentioned 
holidays would be affected. 

COMMISSIONER WALLS: I notice the heavy pre- 
ference for vacations which I will deal with later. 

THE CHAIRMAN: B? 

DR. ENGLISH: Under B there is -- 

THE CHAIRMAN: Let me read it: 

(b) The present sales tax is 11% at the 

Federal level and 3%-6% at the Provincial 

levels. There are some exemptions, but 

in general all goods pay the same rate. 

If it were applied more progressively, 

so as to provide the same revenue, which 

goods and services would you like to see 

taxed at lower than the average; at 

higher than the average; and at the 

average level?" 

What did you get on that? 

DR. ENGLISH: I think the full answer to this 
is in the brief. 

THE CHAIRMAN: That is on Page 4 under the 
heading "sales tax" is it? 

DR. ENGLISH: Yes. I haven't got the full tally 
here, just a summary. There are individual answers 


which should be added to this. 
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COMMISSIONER WALLS: That is one where *iidwas 
Surprised to find that they are prepared to pay 
taxes on what went into the house but not on the material 
that built the house. 

DR. ENGLISH: Yes. I think at that point I 
would emphasize that people were affected by the current 
discussion in the newspapers. This was in July. 

COMMISSIONIR WALLS: In regard to drugs, you men- 
tioned that specifically in your brief. You mentioned 
in your brief you would only have ethical drugs ex- 
ae 


empt. Are there ‘gigi’ many drugs that are patent drugs 


Sh. *, 


that more of your consumers use? 

MRS. PLUMTRE: I think people buy more drugs 
without prescription naturally, but they are not always 
a necessity. When you buy a prescription drug, an ethical 
drug, this becomes a necessity because you are told 
by your doctor you need it and certainly there seems 
to be a feeling amongst the members of our Association 
that this should not carry a federal sales tax because 
this is discriminating against you because you are ill 
and therefore you must pay that tax. When you buy 
things like headache powders and all the things we tend 


f up, they are not always a necessity. 


to buy from band 


Sige” 


Sometimes we think we need these things and I think 
there is a distinction there because you are told by 
your doctor to buy this, you need it. 
THE CHAIRMAN: Did nobody mention children? 
COMMISSIONER WALLS: The only part that eee 
interested me in that is the fact that under the pre- 


scription the doctor quite often adds to it you should 
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take a 222 or aspirin. Then you would be wise to buy 
your year's supply on that prescription and get it 
tax free as against having to regularly buy it asa 
patent medicine. 

MRS. PLUMTRE: That is true. I suppose there 
are always some people out to try to beat the taxpayer: 
isn't there? 

COMMISSIONER WALLS: Yes, quite a few some 
people. 

THE CHAIRMAN: <=, ,o3@nu Gompare the effect 
upon your spending of a reduction in income tax of 
$120.00 in one year. (QuIf the deduction takes the form 
of $10.00 less deducted at source per month (2) if it 
takes the form of a rebate of $120.00 paid at one time. 
Indicate whether you would spend more in one case 
or the other and whether you would spend on different 
things. You dealt with that didn't you Dr. English? 

DR. ENGLISH: Yes. 

THE CHAIRMAN: Is anything further to be 
said on that? 

DR. ENGLISH: Net that 1 can think of. It's 
the last paragraph on Page 7. 

COMMISSIONER WALLS: Does that not deal more 
with your later question No. 6 of a $500.00 increase in 
income or 5%? 

DR. ENGLISH: No. Of course it does relate 
to that but I think the question really as we asked 
it has to do with -- no, I am sorry, paragraph 18 has 
to deal with this only. It, of course, is of particular 


interest in stabilization policy, and this kind of 


ae 


ook | oe : ; “mn a 


ery . 


see 1 tute of gra ens an eek 
bs | te nate thed teeta 
awaits. open ges 2 -.owed ol eet eameade 
meget Ml, Seed Ghee: oy tum alqobe emda:  syoute: ate.” 
- isied? 2ipms 
e029 WW auitseprlecY’ s2Laaie wragrsa peop 
htt ee stqoee 
sasivie iit trevguat e jab ARTA co 
Se, n00 omesat lod) wikenibereuauke sitoceqe wo0Y. aoqu 
ort wd) emia? apitovbet eat Ai). cry enbom 90 08k 


oh 9) (8) «heom ee, crtece ce bestowhsl abt 00.019 Yo 


meet Lt® au Siege intabane SOY ticigody bine andite odd te at 
‘cot put.) gor “"nhkh eags A624 ‘Gieseh got ,@agatd? | 
dar HELIO“ Ag ns 
eo af Ypatanl anidegan alt RAMA LAanD Ear 
| | 2a) = Shoe : 
ag] 1¢ wl: “61. dad) aon orethy oil Fs 
T e224 oo digigeseg, desl ent 6 
street Jaap 4 on tomd ceod +d AW SROTEADIMOD od 
al ofnotoel 90,0009 ate & io solbgceup teéal sanog dete 
et » THR ve -setent ™ 
eyTe i aevk ¢2 estyes 30° eh: sHELIOM .aG ip 
mite om an (lies nolteonp Of8 aiilat 1 fad ¢aut of 
Race Si soc peteg Lecieetr iene i -40@)2< A220. 08 OF sac +h ‘ 
Salugitcaq to Gl ,vlmoo Jon.ed >, Elno gid?, de2eriood ce 


= 
Sr io Pl & OO He oe t lam ae 6 oe nf -@eeaceé 


ANGUS, STONEHOUSE & CO. LTD. 5437 
TORONTO, ONTARIO 


thing. I think the report given is really a full in- 
dication of the answer, People who favoured the $10.00 
a month did not indicate clearly what effect it would 
have. The impression one got is it would not effect 
very much the pattern of their spending as I think any- 
one of us would feel it is a small amount which more 
people might save because they did not get to the point 
of thinking of wys of spending it. 

The other case where it was a lump sum, this 
aroused their imagination and they began to think of 
ways in which they would spend it and there was some 
reaction in the brief in spending on a large item, a 
holiday or a house, pieces of household equipment. 

COMMISSIONER GRANT: If you were sending your 
questionnaire out to-day, it might be more timely to 
say: compare the effect upon your spending of an inc- 
rease of income tax allowance of $20.00 a month. 

DR. ENGLISH: This comes, in a way, in another 
area, This question really had to do with the two 
ways more than the consumer vacation. 

THE CHAIRMAN: Mrs. Plumtre, I have got to ask 
to be excused. I have an soneattcden’ in Toronto this 
afternoon. I am going to catch the plane now. The 
rest of the Commission will carry on and complete the 
questioning. I want tomy before I leave thank you very 
much indeed and particularly for the job that you 
have undertaken in this questionnaire. It is extremely 
interesting to us and I shall look forward, when I 
return, to getting a full report on the answers that 


have been made. I am sorry to run. Please forgive me. 
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I have asked Mr. Perry to be so kind as to continue in 
my absence, 


ACTING CHAIRMAN: That disposes of question No. 


DR. ENGLISH: 22 people mentioned that they 
would like to increase their savings from rebates. Fairl 
large number in that group. 

COMMISSIONER WALLS: That is one of the reasons 
why I asked the age because naturally the older 
applicant would be more inclined to put any increase 
into savings, whereas, the younger would spend it on 
amusement and cars and travel. 

DR. ENGLISH: GuChildren is what I would say. 

COMMISSIONER WALLS: Well it all depends on 
what term may be used by "younger". As you get older, 
it changes, but it seems to me that your replies to 
quite an extent on things of that calibre would have 
to depend upon the age of the people because their 
wishes change. Do you agree with me? 

DR. ENGLISH: Yes. Therews a variety of age 
groups represented in the answers. I imagine that there 
may have been somewhat of a bias in the direction of 
people older than 35, but I don't think probably there 
is -- at 30, anyway -- but I don't think there is much 
else that comes out in it by way of an indication of 
the age pattern. There probably were fewer people in 
the 20's in the replying group than you would get 
from a cross-section of the population. 

COMMISSIONER WALLS: I am not too sure that 


the percentage that wanted to travel, which is quite 
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1/ high, is advantageous to our position on a tamtivommbasion 
2] because based on the customary practice of Canadian 

3]| without a doubt they spend that all in the United 

4) States. 
2 ACTING CHAIRMAN: That leads us back to four 


6 does it not? The answers there were quite interesting, 


y! particularly in the lack of support of a higher general 
8 exemption. 
9 DR. ENGLISH: It's 50/50. 
ACTING CHAIRMAN: Well yes, that is true but 
one would have thought it would lean a little more heavil 


in favour. 
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DR. ENGLISH: In a way the bias is in that 
directinn because those who don't favour raising it 
favour leaving it alone. They don't favour lowering 
it. Presumably there are not too many people who would 
be unhappy about raising it. There is another Signif- 
icant thing that occurs in the children's exemptions. 
For personal exemptions for spouse 37 supported raising 
it, 40 supported leaving it as it is and 2 supported 
lowering it. Personal exemptions for children, 64 
Supported raising it, 28 leaving it the same and 1 low- 
ering it. The allowance for medical expenses ... 

ACTING CHAIRMAN: . Very small protest 

COMMISSIONER WALLS: Possibly some old bachelor. 

DR. ENGLISH: 36 supported raising it, 46 support- 
ed leaving it the same and 10 supported lowering it. 

COMMISSIONER BEAUVAIS: That is for medical 
expenses. 

COMMISSIONER PERRY: Are you sure what they 
had in mind was lowering... 

DR. ENGLISH: I think some of these people 
probably -- you mean whether they meant... 

ACTING CHAIRMAN: The floor, 3 per cent? 

COMMISSIONER WALLS: In the brief you seeetey sa 
a number thought the $100.00 should be lowered, 

DR. ENGLISH: Yes. I think I watched for that 
problem, Mr. Perry. I don't-know whether one can al- 
ways ,deteetk, I am not sure one can always detee&sk- 

I could go back. It seemed to me the case was very 
strong in any case. General allowance for charitable 


donations and medical expenses, 10 per Sony go se Lt. 
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1 A7 per cent leaving it the same and 29 per cent Lowering 
2 it including 16 that suggested it should be abolished. 

3 ACTING CHAIRMAN: The large group in favour of 
4 lowering is interesting. I would think these are strong 
5 church people who in general feel that an element of 

6 the community is not earning its way through this over- 


7 all altowance? 


DR. ENGLISH: That is quite a possible inter- 
pretation. The suggestions for replacing lost revenues 
includes this variety. I mentioned this in passing 
earlier. These figures that I give now are figures that 
involve quite a bit of interpretation. Sometimes 
people say things a little bit vaguely when they are 
given a chance to spall it out in words. I think the 
general indication of the variety of opinions are persona 
income tax 10 per cent -- Hhat is the number replying 
again -- capital gains, 3, luxuries in general, 13 -- 
they just call them luxuries. Retail sales*and manufact- 
uring sales tax together just 4, co-operatives 4, 
liquor and cigarettes, total of 3. 

COMMISSIONER WALLS: Why wouldn't you add that 
to your luxuries? 

DR. ENGLISH: Because I was trying to specify. 
As you can see there is quite a disperston. 

COMMISSIONER WALLS: What was the liquor? 

DR. ENGLISH: Three. These are three replies, 
not percentages. A lot of people didn't bother filling 
in this section. 


ACTING CHAIRMAN: The personal income tax is 


interesting. 
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COMMISSIONER WALLS: That means there are a 
little more than one-third of your people voting on 
that question. 

DR. ENGLISH: Yes. You see a lot of people 
didn't have to answer that because they were in favour 
of leaving the revenue the same. No. 5? 

ACTING CHAIRMAN: No. 5, yes, please. 

DR. ENGLISH: This is a question I would like 
to make a general comment on but I feel the answers 
here are more difficult to get any meaning out of than 
some of the other questions because I think some people 
react to the use of the word "subsidies". I don't know 
why I allowed myself to iput) that word in because you 
know people, as soon as they see it react against it. 

ACTING CHAIRMAN: Support is a much more positiv 
word. 

DR. ENGLISH: Of course that may be toocpositive 
I think it was quite clear people were thinking «entirely 
of federal subsidization in replying because they made 
remarks which wouldn't be in keeping with what we know 
the public attitude towards provincial education to 
be. IL think you have to be very careful about inter- 
preting this answer. Even this was quite an even 
split, 44 preferring deductions and 35 preferring sub- 
sidies and 11 thinking both were necessary. I would 
imagine that the question heads away from this last 
answer which would be the answer most people would pre- 
fer to give, that.both are necessary. 

COMMISSIONER WALLS: I didn't get the last one. 


DR. ENGLISH: 11 specified that both subsidies 
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1/ and deductions were necessary. even though they were asked 
2|| to choose between they rebelled against that chpkee.t I 
3 think this is a reflection of the wide body of opinion 


4 in this. There is an indication of some lack of 


5 appreciation that a lot of people don't pay income tax, 
6] & point which I think shows that they need to be informed 


7| ‘that such things as children's allowance are directed 


towards those people who don't get any benefit from 


income tax exemptions at all, family allowance. It is 


Surprising people wouldn't think of it, but when you 
are a tax payer you go along with the impression every- 
one is like you paying considerable income tax. 

COMMISSIONER PERRY: Six we have dealt with, 
have we, 

DR. ENGLISH: Yes. 

COMMISSIONER WALLS: There was one rather 
amazing answer to me, the response to the effect upon 
reduction of purchases followinga$500.00 decrease in 
income. There were 16 who said they would take it off luxury 
foods. I wonder how many of your consumers spend $500.00 
on what would be called luxury foods a year? 

DR. ENGLISH: In these answers, of course, 
sometimes people give several answers. That is one point 
that should be made. When they answered this they 
might have given several answers and I included them 
Slide. 

COMMISSIONER WALLS: In the $500.00 they might 
say they would take off this and this and this. 

DR. ENGLISH: Yes. 


COMMISSIONER WALLS: I assumed they would take 
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it all off luxury foods and I thought you must eat 
pretty good in the east here. 

DR. ENGLISH: We had a lot of answers from 
the West Coast, which incidentally is where I come from. 

ACTING CHAIRMAN: Number 7? Have you anything 
more? 

DR. ENGLISH: I didn't blame the people receivin 
the questionnaire for having difficulty with this and 
I knew this would be the case ahead of time. In fact 
I think it does actually reflect the feeling that people 
have that all these things are important and they can't 
choose easily: between them. The first ghotee, there 
were 35 who said this is their first choice, 34 second 
and 36 third. It is hard to judge. The second one, 

26 first choice, 44 second choice and 37 third. The 
third one, 46 gave it first choice -- there is a little 
emphasis here -- 29 second and 31 third. 

ACTING CHAIRMAN: The predominance of the third 
is not surprising in view of the leaning towards personal 
income tax in most of the earlier questions. 

DR. ENGLISH: Throughout the questionnaire 
replies there is a strong fegling that people have 
an equity sense in taxation. They think justice between 
the groups is important. 

COMMISSIONER WALLS: I am surprised in the 
first one. Maybe it is because I don't understand the 
question, the high incidence of the first choice 
to provide goods and services which would not otherwise 
be adequately supplied. What services would they be 


that are not adequately supplied? 
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TORONTO, ONTARIO SAAS 
DR, ENGLISH: :. I. thinke defence isstme obvious 

one, but it really implies the general expenditure patter 
of government because presumably if these things were 
adequately supplied probably twe,; wouldn't have developed 
such a big participation on the part of government in 
the economy. 

COMMISSIONER WALLS: You are dealing with goods 
and services as it applies to the government budget 
not as it applies to the consumer. 

DR. ENGLISH: That is right. 

COMMISSIONER WALLS: I see. I am sorry, I 
misunderstood. 

DR. ENGLISH: Social consumption. 

ACTING CHAIRMAN: Not muchfaith!in the the 
government as a stimulus to economic activities, 
aS an economic factor. 

DR. ENGLISH: Again they must have been reading 
from newspapers. 

ACTING CHAIRMAN: You did say on No. 8 about 
half the people had some sort of economic course, 

DR. ENGLISH: .. Just 50. And some of these 
answers -- I wonder how close it was as to what we 
think of as economic cavrses to-day. Some state very spec- 
ifically 30 years ago I had a course, and this would 
be very differert to the courses of to-day. 

It wouldn't touch on the modern theory 
of stabilization and I think this is reflected in the 
answers. 
COMMISSIONER WALLS: You will agree it shows 


a remarkably high degree of intelligence among your questiion- 


qoreven weed d}phtuaw eed dtadoel betigaua efebmeneds 
at Jimermsevog ho Sted add ine sottaghot#ieg. gtd 3 owe 
r - —  shaenooe, eff 
Soop city antiesb aan woY “s2LTAW ANMOTERIMNOD 
fagbll Uremmretog edd. oF \sohliqqs 2) us Beolvies bre 
: © Sy ROURHEROD odd of sefiqqe ¢) sa gos 
dg SETAE) sHBTIOMA (AG 
T (xexelem 2 .e9e I, <L1AW MAMOTEDIMNDS 
; ; ; . Fooversbaus Lm ; 
einen fetooe yaCLIOM: ML © 
it edd at dost ds Su! a :MAMALAND) OUITOA! 
, ours ivicoy a” Ob. nistinette 5 8a. sn ahi 
uo a iotos') olwonoes as nad 
nibese: ased svad. saw told nisgé . sHoLIOWE. Aid 
| Mee TaqEwsd xOTD 
gvogu & ,oll ow gan CLD goY. 1HAMALAHD GUETOA 
| EPewoo elutes Io. Jros semen Had elqoeq sdv Blac 
ose To saweg GHA .O2 taut eLIOME ofl 
om tite o¢ ge mew a2. seals wod tsbnbw 1 -+ arownne 
ach YrOv acetq ameh...Uubh-oF seamiios otmgnoae sale datas 
Siow nerd han shat S Gad. J ‘aia gzsey Of. 4{ieola? 
/Uab-oF Ac sacwop/ edt os Zase2itd yor od 
(sont? pabom ov pe devo? Uindiven 71 
"Ht al befoatlor® af nlitt Yaics I tims aotvarilidste ww 
ia AseweR | ° 
Suerty 32 cage slab wOoXY ebLiAW HEMOLESIMMOD. - 


han it tia oe ee eee hee eee ee eee ee 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 5446 


aire tiecipiaits that there are half that have taken economi 
courses, 

ACTING CHAIRMAN: If that is tae degree of 
intelligence. 

DR. ENGLISH} I hope you won't ask me to 
correlate the intelligence of those who had the economic 
course with the answers they have given. 

ACTING CHAIRMAN: Did you tell us the extent of 
non member participation? I think you did. 

DR. ENGLISH: Yes, one-quarter, about 26. 

I have a feeling in quite a few instances these members 
were curious family, mainly husbands as in certain 
subjects they gave what I would call businessmen's 
answers in this context. 

COMMISSIONER WALLS: You don't think they 
were made to support the wives! answers? 

DR. ENGLISH: The evidence aan clear on this; 

ACTING CHAIRMAN: Is there anything else any- 
one wants to raise ‘an the questionnaire? 

DR. ENGLISH: I would say in connection with 
the general comments, Mr. Perry, that theymentioned under 
this heading too much spending and inefficiency in 
government, and in a few instances, and this wenduld 
encourage the Commission -- the Glassoo Commission was 
mentioned specifically, in other words Commission reports 
do attract public attention and in this case it Had 
to do with guite a number of answers on this point, -- 

ACTING CHAIRMAN: The Commissinn is more con- 
cerned with whether its report is going to attract 


Government's attention. 
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DR. ENGLISH: I agree, 

ACTING CHAIRMAN: Would you mind returning to 
just one point raised in the brief. I would like to 
discuss w..i% with you simply because cuiadehment 
on it at some length. It is on Page 4, this question 
of sources of income or what I suppose you could say 
is also the quality of income against the quantity, 
paragraph G on Page 4. 

DR. ENGLISH: The summary, I am sorry. 

ACTING CHAIRMAN: I have gone back to the main 
brief, the summary of the main brief. There is quite 
a bit more extensive comment in the body of the brief. 
I am just concerned with the last three or four lines 
where you express the hope that the Commission will 
endeavour to identifytthe sources of income difference 
which are important to the fashioning of rational fiscal 
as well as other policy. In the brief you have a very 
extended comment on the matureof the sources of itneome. 
I think I know what you are getting at, but I would 
like to have you explain so I am sure I understand. 

DR. ENGLISH: I really welcome this question 
because 1 think the tendency is to assume that the 
consumer demand is the starting point for all economic 
activity and that nothing should be done to disturb the 
play of the economy in responding to consumer demand. 
In fact, of course, the consumer demand that producers 
encounter is a reflection of the present distribution of 
income and it is not necessarily true to say that this 
is the optimal or best in any sense. The reason it 


isn't, one of the most important reasons it isn't is that 
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the economy is Supposed, in an ideal fashion, to operate 
competitively. The fact is that some people have much 
more control over flow of income in their direction than 
other people and therefore there are differences in 

the reasons for high incomes, difference in the reasons 
ior Low incomes. Some of these differences are justifiable 
on economic grounds and some are more doubtful. If 

we were able to make the economy more competitive by 
policies other than taxation, as well as possibly by 
some taxation policy then we would have a better or more 
meaningful consumer demand on which to best eperateur 
economy. I think it is useful to identify these dis- 
tinctions so that other policies can be designed. to 
dovetail with the fiscal policies. 

ACTING CHAIRMAN: This is all in the interest 
of a more fluid and flexible economy. 

DR. ENGLISH: Yes. 

ACTING CHAIRMAN: In which presumably fiscal 
policy could operate more effectively. 

DR. ENGLISH: That is right. Naturally one 
of my interestsis in the field of commercial policies. 

It is really acvery major factor in making the economy 
more flexible, the question of when the economy is 
approaching maturity. 

ACTING CHAIRMAN: Would you go as far as to say 
that the tax system should be fecussed ~ on areas 
within the economy for this purpose, areas of) inflexiblaet ye 

DR. ENGLISH: I think insofar as the tax system 
can be used in this way, yes. ‘08€ of the ¢ontlusions 


which was useful to draw in my opinion as an economist, 
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and I am not speaking for the Consumers A,sociation 
because they haven't considered this, is that tax in- 
centives are very often suggested as a means of enabling 


the economy to adjust. 
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DR. ENGLISH: As an economist I feel that this 
is risky unless you have a clear way of indicating to 
the economy in what direction you want it to adjust. 

If you use tax incentives in conjunction with 
very liberal commercial policies, in other words, use 
this as a means of enabling the economy to adjust in 
a direction where it will certainly be more competitive, 
because it will have to be, then tax incentives as a 
transitional device have a good deal to be said for 
them, but if they are used as a means of buttressing 
up an economy which has rigidity and nothing else is 
being done to reduce that rigidity, then tax incentives 
are likely to be a substitute for desirable action 
rather than an aid to it. 

ACTING CHAIRMAN: Those are fairly explosive 
words you are speaking translated into actual situations. 

DR. ENGLISH: In another place I expressed the 
same views, on what kind of tax igbaneies I would trust. 
In this context, I think it may not be appropriate as 
a representative of the Consumers Association. I don't 
think they would necessarily disagree with the general 
position, 

ACTING CHAIRMAN: Mrs. Plumtre would prefer we 
leave this discussion at this point. 

MRS. PLUMTRE: I certainly think this is one 
thing I am able to understand. 

COMMISSIONER GRANT: There is one question 
that IL eagle would be interesting to discuss for a 
moment with you Dr. English and it is a conflict which 


apparently arises between what is set forth in the brief 
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and the last answer to the questionnaire in which I 

believe you told us that a number indicated that under 

the general economy that they would favour a reduction 

in spending. The brief on Page 18 sets forth the fact 

that the government, since 1957, has been pointing out that 
itchashia high rate of unemployment, which ranges be- 

tween 5 and 8 per cent and on Page 19 of the bbief 

declares itself, I believe, in favour of increasing ex- 
penditures rather than reducing expenditures to meet 

@ recession. 

DR. ENGLISH: Where was it referred to as 
increasing expenditure? 

COMMISSIONER GRANT: Page 19, if I am reading 
it correctly, paragraph 36: 

"That it is, however, important to 

recognize that the impact of the 

deficit will depend in part on the 

reaction in the private economy. 

In a period of depressed activity 

the propensity to spend in the 

private economy may be so reduced 

that a deficit created by reducing 

expenditures and revenues may not 

be as stimulating as one created 

by raising expenditures." 

DR. ENGLISH: I think this is not a recommenda- 
tion for raising them. In the period of severe depres- 
sion, I think it would be because you would need to 
take quite strong measures. Ina period such as the 


present, I think you would find agreement of opinion 
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Ceage 


| in the direction of what the American government is 

5 attempting to introduce, major tax cuts because the 

3 feeling is the economy needs a moderate stimulus and 

4 this can be achieved through tax reduction. This is a 
5] general statement I think simply about a situation such 
6| as the present when the stimulus required is moderate 


yi and a tax cut would be generally acceptable. 


8 COMMISSIONER GRANT: The American proposal does 
9 not carry with it reduced expenditure on the part of 

10) the administratinn? 

11 DR. ENGLISH: No. 

12 COMMISSIONER GRANT: The members of the Consumer 
13 Assockation who answered that would seem to be thinking 
14 along the lines that if we have reduced government 

15 expenditures we could then have a reduction in taxes wh- 
16|| aichcwowdhave the effect of perhaps putting more of the 
17 consumers dollar into the purchase of goods and 

18 Savings which you would make in taxes. Now does the 

19] brief itself subseribe tothe tb, 

20 DR. ENGLISH: I think that one could say they 
are not running counter but certainly in the brief the 
position is taken which implies that the answers are 
not as simple as the questionnaire suggests. For one 
thing, we should like to ask the people who replied to 
the questionnaire what expenditure they would want the 
rates cut on, and I think the assumption is made through- 
out the brief that it is extremely difficult to get 
people to agree on reducing expenditures and, therefore, 
in a sense the brief is being somewhat more realistic 


than some of those people who were replying to the 
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questionnaire. On the other hand, the people who replied 
to the questionnaire pointed to the Glasgoo Report and 
say here is an official, an expert body whith does feel 
some reduction could take place. I don't know how much 
a reduction in expenditure the Glasseo Report would 
involve. There is some possibility for that kind of 
move. We go along with that because if these things 

can be justified on a larger base, they certainly are 

in order. I don't think that what is said here really 
is intended to agree completely with that position’ that 
expenditures should be cut willy nilly. 

ACTING CHAIRMAN: . Without putting yourself in 
a4 position of supporting cinefficiency. 

DR. ENGLISH: That is right. 

ACTING CHAIRMAN: You are not in favour of 
just an across-the-board government reduction in expend- 
ipure? 

DR. ENGLISH: No, the net effect of stimulating 
the economy by reducing both expenditure and tax is very 
doubtful. 

ACTING CHAIRMAN: I take it the Commission has 
finished its inquirtes. Is there anything further you 
Wish to say? 

DR. ENGLISH: No, I think not. I appreciate 
the spirit in which you have received this. 

ACTING CHAIRMAN: The Chairman has already 
adequately thanked you; only add my personal wort of 
pleasure at this morning's discussion. Thank you again 
for coming. 


DR. ENGLISH: Thank you. 
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5454 
AGTING CHAIRMAN: Mr. Seeretary is this all? 
THE SECRETARY: That is all for this morning 

Mr. Perry. 


10:30 tomorrow morning will be the first 
presentation. 
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